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Bartlett Dendricians 
know your service 
problems 


Wire clearance practice varies somewhat in dif- 
ferent communities. Our wide practice with pub- 
lic utilities, North and South, East and West, gives 
us a broad experience in every phase of tree trim- 
ming, thus assuring adequate clearance, uninter- 
rupted service and general public approval. Bartlett 
associates work with you in solving your mainte- 
nance and construction problems at charges emi- 
nently satisfactory for the service rendered. 
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A New Three Drum 
Waste Heat Boiler 


Superheated Steam Outlet 


PATENT APPLIED FOR 
Typical Setting Plan 





High Heat Transfer and Effective 
Dust Precipitation Methods are Features of 
the new Babcock & Wilcox Waste Heat Boiler 


The Babcock & Wilcox Company announces the creation of a new 
waste heat boiler of the three drum single-pass type which pessesses 
several important features. Gases flow through the boiler in one hori- 
zontal pass, but the arrangement is such as to secure the effect of 
multiple passes, with a high rate of heat transfer and @ draft loss that 
is unusually low. 





Babcock & Wilcox Boilers for 


utilizin g the waste heatingases Dust precipitation is insured by the horizontal gas flow, vertical 
from industrial processes have : 7 : - 
been built since 1874 tubes, and a unique baffling system. Boilers of this type have operated 
— on aie boil : Ib for six months in cement mills with so little dust collection on the tubes 
le dh tale ee - nike that no increase in the draft loss could be detected by the usual gauges. 
g ma ilies B, "letin 6-i0 The upper drum and tubes are free to expand and contract without 
ae —_— disturbing the steel casing or its refractory lining. Air infiltration is thus 
reduced to a minimum and the greatest source of brick troubles elim- 
inated. 


BABCOCK & WILCOX 


85 LIBERTY ST. COMPANY _ newvyonst,n.yv. 
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Pages with the Editors 





Durinc the next two years, we are going 
to hear a great deal about public utility 
regulaiion. 

* * 

On this point both the conservative and 
the liberal groups among our legislators, 
economists and publicists appear to be in 
agreement. 

* * 

WHETHER we welcome or deplore the in- 
trusion of economic problems into the field 
of practical politics; whether we “view with 
alarm” or “point with pride” to the increas- 
ingly important réle that the utility industry 
in general and the so-called Power Question 
in particular is assuming in the news of the 
day; whether we approve or disapprove of 
‘the efforts which are being made on one 
hand to strengthen the power and authority 
of the regulatory bodies and on the other 
hand to discredit the whole system of regu- 
lation as a step toward government owner- 
ship and operation, we might as well rec- 
oncile ourselves to the fact that the virtues 
and defects of the public utility industry and 
of the state and Federal commissions are in 
for a period of scrutiny. 

4 x 

DurinGc the next two years the public— 

the Man-on-the-Street—is going to hear and 





EDWARD HUNGERFORD 


“The wild construction of public highways, 
the unregulated and inadequately taxed traffic 
that goes over them, have brought the Ameri- 
can railroad against the most unjust com- 
petition that it has ever faced.” 


. (See Pace 323) 


VI 


read a great deal more about the utilities 
and the commissions than he has heard or 
read before. é 


Anp on the basis of what he hears and 
reads—whether true or false, whether just 
or unjust—he will form his opinions. 

+ * 

Ir the information which reaches him is 
incorrect or misleading; if it tells only a 
near-fact and reveals only a half-truth, the 
conclusions which he bases upon them will 
be unsound, and his judgment will be dis- 
torted. 

* * 

TWENTY-THREE hundred and thirty years 
ago Hippocrates said: 

“(1). There is no authority except facts: 

“(2). Facts are obtained from accurate 
observations: 

“(3). Deductions are made 

* * 


facts.” 

To ascertain the truth; to draw a distinc- 
tion between mere statements of opinions 
and statements of authentic facts; to sepa- 
rate the biased propaganda from the uncolored 
actualities, entails both intelligence and in- 
tellectual integrity. 

* 


only from 


* 


Pusiic Utitities FortTNIGHTLY, in adher- 
ence to its established policy, will continue 
to hold its pages open to advocates of both 
sides of controversial questions within the 
field of utility regulation. 

* + 

By so doing, it can best serve the inter- 
ests of the public, of the government and of 
the utility industry itself—and play an in- 
creasingly important part in the adjustment 
of economic and political problems that must 
eventually be settled, not on the basis of 
mere propaganda, but on the basis of sound, 
practical common sense and demonstrated 
truths. 

* * 

Epwarp HunGERForD, who contributes the 
leading article to this number of Pustic 
Urmities FortNicHtLy, is perhaps best 
known to our readers as a writer for the 
magazines—particularly for the Saturday 
Evening Post. 

* 

Anp nearly all of his magazine articles, 
as well as his books, have treated of the 
railroads and of the public utilities: 


Born in Dexter, N. Y., in 1875, Mr. Hun- 
GERFORD has from his childhood days evinced 


(Continued on page VIII) 
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The good old days are gone 


People cannot afford to waste time on 
slow, inefficient means of transportation 


today. 


Progressive Electric Railways are bend- 
ing every effort toward speeding up their 
service to an acceptable modern standard. 


Our engineers can prove to you that 
National Pneumatic Door Control will aid 
materially in speeding up your schedules. 


Ask us to cite instances. 








National Pneumatic Company 


CHICAGO GRAYBAR BLDG., NEW YORK PHILADELPHIA 
PARIS LONDON TOKIO 





VIII PAGES WITH THE EDITORS (continued) 





JUDSON KING 


“If the honest 95 per cent of business men 
does not want government to take on more 
and more functions, it is up to them to deal 
drastically with the errant 5 per cent.” 


(SEE Pace 342) 


an insatiable interest in railroads; his home 
is filled with engine models, with early and 
late prints of railroad trains, and with books 
about American transportation. 

* * 

AFTER attending Syracuse University and 
serving a few years as a mnewspaperman, 
Mr. Huncerrorp entered the utility field 
where he has remained ever since; beginning 
as the press representative of the Brooklyn 
Rapid Transit Co., he became successively 
advertising manager of Wells-Fargo Co., 
centenary director of the B. & O. Railroad 
and (since 1928) assistant vice-president of 
the New York Central Lines. 

° * 

He has written over a dozen books—all 
but two of them about public service cor- 
porations. 

* * 

Dr. JoHN Baver (whose article “The 
Looming of the St. Lawrence Power Proj- 
ect” starts on page 332) is a frequent con- 
tributor to our pages; he is the director of 
The American Public Utilities Bureau of 
New York, and widely known as an author- 
ity on utility rates. 

* & 

His contribution to this issue is of par- 
ticular interest because it treats of that 
specific phase of the report of GovERNOoR 
ROOSEVELT’s commission which has precipi- 
tated so much controversy—the findings of the 
Marketing Board. 

* 


& 


Mr. BAUER was one of the two members 
of that board. 





PAUL WILLARD GARRETT 


“After @ power company has sold its stock 
and invested the proceeds in its property, its 
own treasury is not fattened by subsequent 
gyrations in the stock.” 


(SEE Pace 351) 


Jupson KiNG, whose article on pages 342- 
350 is in effect a reply to WILLIAM ATHER- 
ToN Dupuy’s article “When Uncle Sam Be- 
comes a Competitor to Private Business,” is 
director of the National Popular Govern- 
ment League in Washington, D. C., and one 
of the most indefatigable and extensively- 
known workers among the liberal group. 

* * 


Mr. KrinG was born in Waterford, Pa., in 
1872, attended the University of Michigan, 
engaged in newspaper work from 1902 to 
1906, and since then has devoted himself to 
lecturing, authorship and to his work with 
the League; among his writings are many 
pamphlets on the initiative, recall, referendum 
and other political and economic topics. 

* * 


Paut Witrarp GARRETT (who treats of 
an old fallacy that still clings to the alleged 
relationship of public utility rates to the 
market values of utility stocks, on pages 
351 to 354) is the financial editor of the 
New York Evening Post. 

* » 


Mr. Garrett was born in Kansas in 1891; 
graduated from Whitman College in 1913; 
received his M. A. degree from Columbia 
in 1914, and is the author of several books 
and magazine articles on economic and 
political subjects. 

* * 


THE next issue of Pustic Urmiries Fort- 
NIGHTLY will be out April 2d. 
—TuHE Epirors. 
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For the first eight months of 1930 
CITIES SERVICE COMPANY’S 
Net to Common Stock and Reserves was 


$30,063,152 


—nearly half a million dollars greater 


than for the entire year of 1929 








CITIES SERVICE COMPANY 
Net to Common Stock and Reserves 
1925 ... . $11,496,900 


22,876,755 
29,591,440 
1930 (frst 8 months) 30,063,152 


By investing in Cities Service 
Common stock you share in the 
record-breaking and growing 
, earnings of the Cities Service 
organization. 


This is an excellent time to acquire 
Cities Service Common stock. For 
further information fill in and 
mail the coupon below, or consult 
your investment dealer or banker. 








HENRY L. DOHERTY & COMPANY 
60 Wall Street © New York City 


Branches in principal cities 




















Cities Service Radio Program —every Friday, 8 
P. M., Eastern Daylight Saving Time —N. B. C. 
Coast-to-Coast and Canadi. 


be. 94 Seni, 








HENRY L. DOHERTY & COMPANY, 
60 Wall Street, New York City 


Send copy of booklet describing the Cities Service organization 
and the ‘ P sh.28fed. of its tet, 





Name 
Address 











City 
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WO years ago the billing 

and bookkeeping depart- 
ment of an Ohio electric light 
and power company consist- 
ed of. 23 people. Progressive 
officials seeking a means of 
reducing this number con- 
sulted Remington Rand who 
recommendeda register sheet 
system of isdaccion book- 
keeping utilizing oe 
Rand public utility billing 


and bookkeeping machines. 


“punches’ now 


The resulting reduction in 
clerical help astounded even 
the most optimistic officials. 


Today the entire billing 
on 107,447 accounts is han- 
dled by 3 clerks .. . a single 
operator alone billing over 
44,000 accounts a month, an 
average of 246 an hour. And 
this company carries 35 com- 
plicated rates, many of which 
must be figured by the billing 


operator. 


The entire task of customer 
accounting, consisting of bill- 
ing, cash posting, issuing final 
bills, handling transfers, ad- 
justments and service order 
changes, analyzing revenue, 
proving billing and balancing 
accounts is handled by 14 
clerks... an unprecedented 
average of 7700 accounts per 
billing and bookkeeping de- 
partment employee. 








If you seek a means of 
slashing overhead and in- 
creasing efficiency thru a bet- 
ter system of operation in 
your offices, call in a repre- 
sentative of Remington Rand. 
Beeause he offers all types 
of methods and machines, his 
advice is totally unbiased. 
Because he represents an 
organization which has done 
5 times more investigating 
in the public utility field 
than any other service insti- 
tution, he has a better basic 
knowledge of your problems. 
Call him in today. 





Public Utility Division | 


Remington Rand 


BUSINESS SERVICE — 
BUFFALO. NEW YORB / 


Sales Offices Everywhere 
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Reminders of 
Coming Events 


AL MAW ACK aalletgble, Boents, 

















19 TA American Bell Telephone Company was chartered; 1880. Construction of the @ 
Union Pacific Railroad reached Silver Lake, 10 miles west of Topeka; 1866. 

20 |. F CAPTAIN ROBERT DOLLAR, Pacific coast shipping magnate, was born in Scot- 
land; 1843. Subscription books for the B. & O. Railroad were put into use; 1827. 

21 Sa The first complete two-way communication by radio-telephone between the United 
States and Europe was maintained for the first time; 1926. 

22 s The saw mills constructed at Biddeford and Saco, Maine, were the first to be 


operated by hydraulic power in the United States; 1750. 





Water transportation received a great impetus when JOHN FITCH invented his 
screw-propelled steamboat; 1796. 





is 


Tz 


GEORGE FRANCIS TRAIN, originator of the “clipper ship” service to California 
and builder of the first street railways in Europe, Asia, and Australia, was born; 1829. 





The VAN SWERINGEN brothers were credited with controlling 18,000 miles of 
railroad; 1930. WILLIAM C. REDFIELD, railroad projector, was born; 1789. 





26 | T* 


JOHN C. HENRY sstarted construction on the first known overhead wire electric 
railway in the United States, in Kansas City; 1884. 





27| F 


{ Plan now to attend the 54th convention and exhibition of the National Electric > 
Light Association at Atlantic City, June 8 to 12, 1931. 





S-2 


: 


JOSEPH LACASSAGNE and HENRY THIERS invented the “differential” method 
of control of the are which was used 20-years later in the arc lamp; 1856. 





3 


Commercial radio advanced another step when the first transatlantic press dispatch 
was sent from Cape Cod to Poldu; 1903. 





: 
< 


United Gas Corporation of Delaware was formed to acquire the United Gas, a num- 
ber of its subsidiaries and the Louisiana Gas and Fuel; 1930. 











The first railway act in the United States was passed, incorporating a company to 
construct a line from Philadelphia to Columbia, Pa.; 1823. 





APRIL RQ. 








ems. 








JOHN PLUMB presented to Congress the first plan for the construction of a rail- 
road which would reach as far west as the Pacific coast; 1836. 











“The human race is governed by its imagination.” 
—NAPOLEON 
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From a camera study by William M. Rittase 


The Field Artillery of Commerce 


A camera study of the machinery for the production of gas, 
taken in the plant of the Philadelphia Gas Works Company. 
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The “Economies” of the 
Proposed Railroad Consolidations 


Facts and fallacies about their effect upon the 

operating costs of the companies, and upon the 

help they will and will not extend in meeting 

the growing competition from other common 
carriers 


By EDWARD HUNGERFORD 


ONSOLIDATION as a panacea for 
C most of the existing railroad 
ills has been urged by a large 
number of well-meaning folk for the 
past ten years. 

A vast amount of misinformation 
has been spread about in regard to 
the entire subject. It has been re- 
peatedly stated that through reduc- 
tions of operating expenses, consoli- 
dation will bring large economies and 
then, by some magnificent course of 
reasoning, understood only to those 
who use it, that it also will relieve 
the unemployment situation. 


Neither statement is true. 

Consolidation, of itself, will effect 
few, if any, operating economies; 
neither will it relieve the unemploy- 
ment situation by giving work to 
more men. Both statements are bunk 
—mere trash. The railroads some 
day will begin further economies— 
they already are launched on such a 
campaign and there are large oppor- 
tunities for further economies (with- 
out consolidation) and they will still 
further reduce their operating forces. 
For ten years they have been accom- 
plishing real results on these lines. 
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fase sagersene cna rail competition 
—the reverse of consolidation 
—has brought our roads in recent 
years to excesses of expense along 
certain avenues, notably in competi- 
tive passenger service. From the 
comparatively scant facilities that the 
roads offered in the days at the end 
of the World War and government 
control they have gone to the other 
extreme. They have overloaded 
themselves with elaborate and extrav- 
agant fast passenger trains—which, 
at the best, cannot hope to earn more 
than a fraction of their cost. 

One does not have to go far to see 
this—or the answer to it. The thing 
is seen—at its very worst, perhaps— 
in the passenger services operated 
between Chicago and St. Louis, Chi- 
cago and Kansas City, Chicago and 
the Twin Cities. It is quite bad 
enough between Chicago and Wash- 
ington, Philadelphia and New York. 
The argument is advanced—and 
there is much force to it—that the 
best-patronized trains in America in 
the past few months, when railroad 
passenger traffic has sunk to its low- 
est levels in a good many years, are 
the highest priced extra-fare trains 
between New York and Chicago. 
These are—relatively—holding their 
traffic better than the others. It is 
true just the same that there are too 
many even of these. The two major 
railroads connecting the two cities— 
at all times and for many years back 
in spirited and healthy competition— 
managed to worry along pretty well 
until about eighteen months ago with 
a 20-hour New York-Chicago train 
apiece. And this was in the season 
of a good abundant rail passenger 
traffic. Then one of them decided to 


expand this service. The other fol- 
lowed suit instantly, and lo and be- 
hold! the two 20-hour trains between 
the rival metropoli of America be- 
came fifteen 20-hour trains. And 
thirty days later Wall street smashed, 
magnificently. 

And rail passenger traffic of every 
sort began to toboggan. 


N the days of the heavier traffic the 

two companies managed to do 
very well with a single 20-hour train 
apiece; by the simple device of add- 
ing as many additional sections to it 
as were necessary to accommodate 
the business offering itself on any 
given day. I have seen, myself, seven 
such sections leaving Chicago of a 
January day, carrying, all-told, not 
less than 899 revenue passengers 
(passes are never good on this par- 
ticular train) at a little more than 
$40 apiece for the 960-mile run. 
Good business that. On the other 
hand, the train might slip to as low 
as but two sections, (on Thanksgiv- 
ing and Christmas days to only one). 
An obvious economy was thus effect- 
ed automatically. 

But seven or eight 20-hour trains 
in each direction on every day of the 
year, good or bad, is a far different 
matter. Two trains of this sort, or 
at the most three, each day in each 
direction on each road, probably 
would have filled the bill admirably. 
But the competitive system in our 
American railroad machine acts to 
prevent such a sensible step. And 
the recent move to consolidate all the 
roads between New York and Chi- 
cago into four major systems does 
not even dare to vision an alliance 
between these two great traditional 
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rivals—the New York Central and 
the Pennsylvania. 


HE answer to this situation is 

shown, notably at the two ex- 
treme coast lines of this broad conti- 
nent. 

Two very efficient railroads present 
it—the New Haven and the Southern 
Pacific. 

The services of the one road be- 
tween New York and Boston and of 
the other between San Francisco and 
Los Angeles and between San Fran- 
cisco and Portland are virtually non- 
competitive. Certain forms of active 
competition do confront them; in 
each case the brisk rivalry of coast- 
wise steamship lines and, of course, 
the eternal and irritating competition 
of the highway and the airway. 
Neither the New Haven nor the 
Southern Pacific waste passenger 
train service; if they err at all, it is 
in the other direction. But each road 
offers its through passengers, at least, 
trains which for comfort and for lux- 
ury are not excelled by others else- 
where in the world. The services, 
generally speaking, are completely 
adequate. The two companies offer- 
ing them are, even in this very diffi- 
cult time, prospering. 

The lesson afforded by this answer 


should be obvious. But it is doubt- 
ful whether it ever will be learned. 


HE unthinking who say that con- 

solidation, of itself, will effect 
vast economies are nearly as misguid- 
ed as those who solemnly say ( wheth- 
er they believe it or not) that consoli- 
dation will relieve unemployment. 
They must have given little real 
thought to the problem; otherwise 
they would have encountered this sit- 
uation : 

Suppose a certain railroad system, 
recently consolidated, finds itself in 
the possession of two quite separate 
lines from A to B. These lines go- 
ing by divergent routes, serve far 
different cities or industrial areas in- 
termediate between A and B. It 
might be well enough to abandon—in 
part at least—one of these lines be- 
tween A and B, or at least reduce it 
to the status of a local or a branch 
line. But how about those local or 
intermediate cities on the line upon 
which the service would be radically 
curtailed? 

How long do you think it would 
be before mayors and secretaries of 
the chambers of commerce, big busi- 
ness executives, and legislators would 
be hurrying to the state capitals and 
interposing objections and raising 


operating expenses, consolidation will bring large econo- 


q “It has been repeatedly stated that through reductions of 


mies and then, by some magnificent course of reasoning, 
understood only to those who use it, that it also will relieve 


the unemployment situation. 


Neither statement is true. 


“Consolidation, of itself, will effect few, if any, operat- 
ing economies; neither will it relieve the unemployment 


situation by giving work to more men. 


are bunk—mere trash.” 


Both statements 
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ructions of every sort? The thing is 
quite unthinkable and yet it might 
come to pass. 


Nn the services of both the New 
Haven and the Southern Pacific, 
already noticed, there also has been 
the problem of divergent routes be- 
tween cities to be met and solved. 
There are two of these routes between 
San Francisco and Portland, two be- 
tween San Francisco and Los Ange- 
les, and three (including the line over 
the Boston & Albany between Boston 
and Springfield) between New York 
and Boston. In each of these systems 
intelligent effort has been made by the 
men in control to give such a diversi- 
fication of service that all routes may 
be provided with plenty of good 
trains. In the event of large consoli- 
dations, now almost bound to come 
in the northeastern portion of the 
country, study and tact and intelli- 
gence may succeed in eliminating cer- 
tain fast train mileage on through 
routes, just as the slower trains have 
steadily been eliminated during the 
past few years. 

Yet even after all this consolidation 
has come to pass—when and if it 
does come to pass along the lines at 
present laid down—there still will be 
abundant rail competition in most of 
the northeastern territory—in four 
competing lines between Chicago and 
St. Louis and Cleveland and New 
York, and three between Detroit and 
Buffalo and New York; the present 
two lines between New York and 
Philadelphia and Baltimore and 
Washington, do not promise any 
radical elimination of highly expen- 
Sive competitive fast train services. 
Consolidation would have to go much 
further than four major systems in 


the northeast to accomplish this; and 
remember that no man’s vision at this 
moment seems to reach toward a still 
further combination of railroads in 
this vast industrial territory. 


Se; long-projected consolidation 
of the Burlington, the Northern 
Pacific, and the Great Northern prop- 
erties has now fallen through, with- 
out any immediate prospects of its 
again being revived. It was rather 
unfortunate that this consolidation 
plan did not include the vast and 
struggling Milwaukee property, which 
otherwise would have been tremen- 
dously handicapped, fighting alone in 
a territory against the consolidated 
Great Northern Pacific. The Mil- 
waukee brought into the combination, 
there unquestionably would be op- 
portunity for large operating econo- 
mies and, through use of many miles 
of parallel tracks double-track opera- 
tion achieved, real operating efficien- 
cies. A gentleman of my acquaint- 
ance suggests that the Northwestern 
and the Milwaukee properties be con- 
solidated (the far end of the latter 
from Butte west being given over to 
the Union Pacific, which could make 
very good use of it) in the face of 
tremendous operating economies and 
efficiencies to be achieved. The 
Northwestern has a valuable cut-off 
line around Milwaukee and the Mil- 
waukee an equally valuable property 
of the same sort aroundabout St. 
Paul. The possibilities of the thing 
are immense, but it probably would 
be a long time coming about, if 
ever. 

The possibilities of this sort of 
speculation in the realm of future 
consolidation are all but limitless. 
You can sit down yourself with the 
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Official Railway Guide and play the 
game in your own way and according 
to your own rules. But, in the long 
run, certain economic rules must and 
will guide any consolidation actually 
accomplished. And the sensitiveness 
and the temper of the public, reflected 
very swiftly in regulatory commis- 
sions and in legislatures, must never 
be overlooked. 
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E ODD? 


All of which does much to slow 
up actual consolidation, upon any 
considerable scale. 


i? this particular moment the 
executives of the steam rail- 
roads are making much of the plight 
into which they have been thrust by 
the swift recent growth of their com- 
petitors of the highway and of the 
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inland waterway, particularly of the 
former. They have an excellent case 
and the public mind is just beginning 
to realize it. 

The wild, almost profligate con- 
struction and reconstruction of pub- 
lic highways (and waterways), the 
unregulated and inadequately taxed 
traffic that goes over them, have 
brought the American railroad 
against a flood tide of the most un- 
just competition that it has ever 
faced in the whole hundred years 
of its existence. It is the jitney prob- 
lem of the American street railway 
of fifteen years ago repeated, only 
upon a larger scale. 

The railroads long ago realized the 
almost hopelessness of trying to bat- 
tle for business against the privately 
owned and operated automobile. 
They were as helpless there as have 
been their brethren of the street rail- 
ways. But the competition of the 
motor vehicle — bus or truck — in 
every legal way a common carrier— 
has been a far different question. 
The large passenger-carrying air- 
plane also comes into this last cate- 
gory. As yet it has not been a very 
serious competitor, but any day it 
may come to be; and a competitor 
against the one form of traffic that 
the railroad so far has held almost 
exclusively to itself—its fast long- 
distance passenger business. 


WwW" great adroitness the air 
transport companies have adver- 
tised specifically in their time-tables 
and newspaper advertisements that 
they are not common carriers; as if 
this made it true. The truck opera- 
tors and the bus operators would pre- 
fer not to be recognized as common 


carriers. But the ostrich cannot for- 
ever stick its head in the sand. And 
certain economic facts come out, 
slowly but very surely. 

Here is a village up in northern 
New York, well toward the Canada 
line. In the very early morning a 
big truck comes up from Syracuse 
and Watertown, stops by the village 
green, and there transfers part of its 
general freight to connecting trucks, 
backed up against it, who go off on 
branch routes. It employs no local 
people in the village, spends little or 
no money there; it merely does its 
own good part toward the wearing 
out of the local pavements. Three 
or four busses a day come through 
the town and stop in front of the 
hotel, to drop or to receive passen- 
gers. The busses have no local em- 
ployees; the hotel clerk gets a com- 
mission on the tickets he actually sells. 
The railroad which has been serving 
that village, in good times and in bad, 
faithfully—faithfully against fearful 
weather conditions which drive mo- 
tor trucks and busses to cover— 
employs nine men in that little village 
of less than two thousand people. 
These have their families. They help 
support local stores and pay local 
taxes. The railroad owns property 
in the village assessed at a quarter of 
a million dollars. On this it pays 
large taxes, and sees these unregulat- 
ed competitors come up under its nose 
and steal its business away. 

The injustice of this sort of thing 
—repeated a thousand times and in a 
thousand ways elsewhere in the Unit- 
ed States—in the long run is, how- 
ever, going to bring its own relief. 
The innate sense of justice in this 
land is not entirely gone. 
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Washington, D. C., Herald 


RIP WAKES UP AND SCRATCHES HIS HEAD 


iy the meantime the railroad man 
is managing to carry on. He real- 
izes that—sooner or later—he is go- 
ing to get a better deal in this high- 
way competition and he has a vague 
feeling, too, that consolidation is go- 
ing to bring something of a relief to 
the worst forms of competition be- 
tween the steam railroads themselves. 
He knows that these are and that they 
must continue to be the very back- 
bone of the American transport ma- 
chine and, therefore, that some way, 
somehow, a plan must be worked out 


for their continued operation. Per- 
haps further operating economies 


may be obtained. They are possible. 
Not easy to effect, always, but most 
of them possible to effect. 


os roads have done about 
all that they can do to affect oper- 
ating companies. Within the past 
few years, even months, they have cut 


to the bone—cut personnel, cut sala- 
ries (the white collar people catch it 
here; the rank and file of railroad 
labor is well protected by its unions— 
the only pay roll economies that may 
be accomplished there is by laying off 
trains and so, in turn, laying off the 
men who run them) ; they have even 
cut off the traveling expenses of their 
officers. Seemingly not a single possi- 
ble stone has failed to be overturned. 

But, on the other hand, far larger 
economies might be accomplished by 
a concerted effort between certain 
separate roads or groups of roads. 
Duplicate passenger train services, if 
not eliminated, might be largely re- 
duced. There is, in many places, 
opportunity for consolidation of pas- 
senger terminal facilities. 

Take such a town as Rochester, 
New York, for a single instance: 

There are five railroads entering 
that brisk city and each has a sepa- 
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tion of public highways (and waterways), the unregu- 


q “THE wild, almost profligate construction and reconstruc- 


lated and inadequately taxed traffic that goes over them, 
have brought the American railroad agatnst a flood tide of 
the most unjust competition that it has ever faced in the 
whole hundred years of its existence.” 


rate passenger station there. The sta- 
tions are so situated geographically 
that, without putting down a mile of 
trackage, they could be consolidated 
instantly into two stations—together 
more than adequate for the passenger 
traffic that comes there today by rail. 


N Seattle there is a monumental 

exhibit of pride and folly of this 
sort. At the south end of the city 
two splendid stations stand side by 
side and handle all of the railroad 
passenger traffic that comes in and 
out of that busy city. Either station 
is abundantly able (and has been from 
the beginning) to handle all of that 
traffic itself. That two were builded 
is a monument to the bitter prejudice 
and opposition that once existed be- 
tween a gentleman by the name of 
Edward H. Harriman and a gentle- 
man by the name of James J. Hill. 
Both of these men are gone now and 
gone is most of the bitterness that 
once existed between the great rail- 
road enterprises that each headed. It 
is not too late to end that extravagant 
situation that arose because of the 
rivalry between them. Without the 
laying of a single foot of track in this 
instance, one station still could be 
made to do the work of two—admira- 
bly. If the King street station were 
to be chosen for this purpose, the 
other—the so-called Union station— 
could be adapted into a very fine con- 


e 


vention hall for Seattle. It might 
very easily be brought about. 


nee situations exist in Spo- 
kane, in Los Angeles, in Minne- 
apolis, in many, many other cities, 
large and small, that could be recti- 
fied, almost with equal ease. They 
exist not merely with passenger sta- 
tions, but with freight terminals as 
well; with roundhouses and with 
shops. These are situations whose 
sensible solution hangs only on a lit- 
tle real cooperation between the rail- 
roads. Creditable beginnings in this 
sort of thing already have been made. 
Trains of three railroads go south 
from the two separate stations in 
Seattle only to use, a few miles away, 
a long stretch of trackage in common. 
A joint or unified (and efficient) pas- 
senger service between competing 
railroads has been worked out be- 
tween Duluth and the Twin Cities. 

A few weeks ago the New Haven 
and the Boston and Maine evolved a 
plan whereby both freight and pas- 
senger engines were sent through 
from the far end of one road to the 
far end of the other; time saved and 
interchange roundhouse facilities cut 
out. The possibilities of this sort of 
thing are, indeed, infinite, and the 
best part of all of it is that they are 
not in any way, shape, or manner, 
dependent upon railroad consolida- 
tion, a procedure even today still 
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vague in its conception, as a whole, 
and fraught with many possible dan- 
gers in its execution. A time-taking 
procedure. Some of the relief sug- 
gested only waits upon the ability of 
the operating executives of the roads 
to get together and to work out their 
plans—in a genuine spirit of codpera- 
tion. And that is what some of them 
already are doing. 

The situation is far from hopeless. 


, I ‘HE entire railroad situation is 
far from hopeless. Consolida- 
tion of the individual carriers, on any 


large scale, may still be far in the 
future, competition with other forms 
of carriers may be sharp and bitter 
and apparently unending, but the rail- 
road in America has met this sort of 
thing before. With calmness and 
judgment and good faith in the land 
itself, it has come through, magnifi- 
cently. 

Today’s problems may yet prove to 
be today’s opportunities for the rail- 
roaders. 

That the railroad executives will 
utterly fail to take advantage of them 
is almost beyond possibility. 





Do You Know That— 


Taxi¢aBs in Paris average 65 serious accidents a day? 


+ 


* 


Steam-driven busses have been substituted for the gas-motor type 


in Auckland, New Zealand? 


* 


EIGHTEEN per cent more American farmers used electricity in 1930 


than during the year before? 
* 


* 


His Holiness the Pope has just officially opened the new power-plant 
that supplies electricity to Vatican City? 


* 


. 


THE average ratepayer who bought 500 kilowatt hours of electricity 
in 1929, bought 550 kilowatt hours in 1930? 


* 


* 


THE public utility companies paid Uncle Sam $388,326,000 in taxes 
during 1928, according to recently published reports? 


. 


* 


Pustic utility officials will be forbidden to run for or hold public 
office—if a bill now before the Massachusetts legislature becomes a 


law? 
* 


* 


Because Delaware has no public service commission the “Street and 
Sewer Directors” of Wilmington grant permits for bus and taxicab 


operations in that city? ‘ 


* 


THE possibilities of television as a public utility service were demon- 
strated recently in Chicago when stock quotations were broadcast from 


television station WGXAP? 


* 


One eleventh of the total security holdings of the life insurance 
companies represented in the Association of Life Insurance Presidents, 
at the close of 1930, were public utility securities? 


* 


> 


Tue Postal Telegraph Company—a public utility corporation that 
recently went into the business of selling theater tickets to accommo- 
date its customers—is being sued by a theatrical producer on the 
ground that it discriminated against his show? 
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The Looming of the 
St. Lawrence Power Project 


What It May Mean to the Electric Utilities of New York 


We" the recent report of the commission appointed by Governor 

Franklin D. Roosevelt, the plans of New York state for the de- 

velopment of its water power resources took a definite step forward. 

Public interest in the report has been concentrated on the findings of the 

marketing board, which declare that power can best be distributed through 

the present privately owned utility companies—provided. The following 
article outlines what these provisions are. 


By DR. JOHN BAUER 
MEMBER OF THE MARKETING BOARD, ST. LAWRENCE POWER 
DEVELOPMENT COMMISSION 


T the international boundary of 
A the St. Lawrence river, there 
is an aggregate of about 
2,000,000 horsepower that can be de- 
veloped for hydroelectric purposes. 
Half of this vast power is available 
to the United States, and half of it 
belongs to Canada. The develop- 
ment, however, involves an agree- 
ment between Canada and the United 
States, or between the state of New 
York and the province of Ontario, 
or between some other authorized 
American and Canadian body. And 
it raises the question of private ver- 
sus public development, and whether 
the power should be distributed 
through public or private agency. 


As these are all matters which in- 
volve wide differences in views and 
interests, it is not surprising that a 
decade of discussion has passed be- 
fore tangible steps for development 
have been taken. 


| srpen Governor Alfred E. Smith 
had consistently taken the position 
that the state of New York should 
sponsor the development through a 
special ‘Power Authority,” an instru- 
mentality of the state, as against the 
position held generally by his oppon- 
ents, that the development should be 
carried out through private com- 
panies, operating under license of the 
Federal Power Commission and the 
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state of New York. Various physical 
surveys and reports had been made 
by special boards, but until the past 
year no tangible progress was made 
toward decision to proceed with the 
development. 

The New York controversy was in- 
herited by Governor Franklin D. 
Roosevelt when he first took office on 
January 1, 1929. He has taken es- 
sentially the same position held by 
Governor Smith, and has insisted 
upon public as against private devel- 
opment. While the controversy was 
on, there came increasing criticism of 
public utility regulation; then the 
1929 Knight Commission report on 
the ineffectiveness of regulation. 
Thus came about the belief on the 
part of many that the consumers of 
the state could not be adequately pro- 
tected by regulation, if the St. Law- 
rence development were carried out 
through licenses granted to private 
companies. Because of the alleged 
failure of regulation, public develop- 
ment of St. Lawrence power was 
deemed to be essential, if the advan- 
tage of cheap water power were to 
be conveyed to the consumers, espe- 
cially to the households of the state. 


) _poneonniget this apparent shift of 
public sentiment, the 1930 legis- 
lature provided for the appointment 
by the governor of a special commis- 
sion charged with the duty to inves- 
tigate the engineering and economic 
feasibility of the St. Lawrence de- 
velopment, and to determine whether 
it could be carried out through the 
agency of a “water power authority,” 
and if not, what alternative plan 
would be more beneficial to the peo- 
ple of the state. 


This special body has been officially 
known as the St. Lawrence Power 
Development Commission. It was 
provided with an adequate appropria- 
tion for a thorough and authoritative 
survey and report. 

The appointment of the commis- 
sion was left entirely to Governor 
Roosevelt, who appointed Robert 
Murray Haig, professor of econom- 
ics at Columbia University, as chair- 
man. The other members were Mr. 
Julius Henry Cohen, counsel to the 
New York Port Authority ; Congress- 
man Frederick M. Davenport; Mr. 
Thomas F. Conway, former lieu- 
tenant-governor of New York, and 
Mr. Samuel L. Fuller, of Kissell, 
Kinnicutt & Co. 

The commission was confronted 
with three principal lines of inquiry: 

(1) The engineering feasibility 
and cost of the St. Lawrence devel- 
opment ; 

(2) The possible market for St. 
Lawrence power and the methods of 
distributing the power to the consum- 
ers Of the state, and: 

(3) The legal questions involved 
in dealing with the governments and 
interests affected by the development. 

A special technical staff was ap- 
pointed for each group to investigate 
the facts and to report the findings to 
the commission.” 


_ commission reported to the 
governor and the legislature on 
January 15, 1931. Its report was 
based primarily upon the three tech- 
nical reports, with the preparation of 





1 The engineering board consisted of : Lieu- 
tenant- gg Edgar Jadwin, U. S. A., chair- 
man; Oscar Thurlow, and Mr. Silas 
H. jake The marketing board con- 
sisted of Colonel John P. Hogan and Dr. 
John Bauer. 
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which it had kept constant contact. 
The commission found that: 
“It is entirely practicable to construct 

a dam in the Saint Lawrence river in the 

International Rapids section, and to gen- 

erate power in a manner which will permit 

meeting fully all requirements of naviga- 
tion, present and future.” 

The engineering board departed 
rather radically from the recommen- 
dations of earlier investigations. It 
recommended the site at Massena 
Point, where the spillway and power 
houses would be built on what is now 
dry land. By avoiding deep river 
cofferdams, the plan of construction 
would greatly reduce the hazards, 
and result in a saving of about 
$70,000,000 in construction costs, 
compared with the so-called Crysler 
Island plan. It would not interfere 
with navigation and could be com- 
pleted in two steps; the first provid- 
ing 600,000 horsepower, at a 50-foot 
head and at a cost of $90,000,000, 
and the second bringing the develop- 
ment up to the full head of 85 feet 
with a plant capacity of 2,200,000,000 
horsepower at an additional cost of 
$80,000,000. To coordinate power 
with navigation would bring the total 
cost up to $171,000,000. 

These costs are based on the idea 
that the power development would be 
charged with all the work necessary 
for power, and that navigation will 
be burdened only with the additional 
cost of later completing the naviga- 
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tion facilities, such as lock construc- 
tion and channel dredging. Under 
this arrangement, the power project 
would be charged with all the joint 
costs required for navigation as well 
as power. 

The engineering board found that 
the prime or continuous power avail- 
able, based on the recorded river flow, 
would amount to 1,300,000 horse- 
power, but that this would be in- 
creased practically to 1,500,000 horse- 
power through regulation effected in 
behalf of navigation. The average 
power available would be about 
1,900,000 horsepower. The firm out- 
put for the New York half will be 
about 5,000,000,000 kilowatt hours 
per year, and the so-called surplus or 
irregular output about 1,500,000,000 
kilowatt hours per year, or a total 
annual output of 6,500,000,000 kilo- 
watt hours. 


HE marketing board started its 

work where the engineering 
board left off. It found that the de- 
velopment would be economical and 
that it would result in an aggregate 
saving of $5,000,000 to $12,000,000 
per year, as against the cost of 
steam power which would have to 
be supplied through new _ steam 
plant construction, if the St. Law- 
rence power is not developed. 
This includes not only generation, 
but also transmission to the princi- 


tribute St. Lawrence power would be through the existing 


q “THE marketing board found that the best method to dis- 


systems, provided that proper contracts could be effected 
between the state and the companies so as to pass on the 
economies of low cost generation to the consumers, and 
to provide for reasonable cost of distribution.” 
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pal marketing centers of the state. 
The total generating costs for the 
New York half are estimated at $6,- 
560,000 a year, including interest at 
5 per cent on investment, amortiza- 
tion, maintenance, renewals, and 
operation. This amounts to $9.11 per 
horsepower per year for minimum 
firm capacity, and 1.4 mills per firm 
kilowatt hour output. If to the gen- 
erating cost be added the cost of 
transmission to principal load cen- 
ters, the total cost of wholesale de- 
livery would be as follows, at 80 per 

cent and 100 per cent load factor: 
Mills per Kilowatt Hour 


80% 100% 

Load Factor Load Factor 
Is ani nities 3.3 2.7 
Rochester ...cccses 3.1 2.5 
0 eer 2.8 2.2 
eee 3.4 2.6 
Binghamton ....... 3.4 2.6 
New York city ..... 4. 3. 


The marketing report was predi- 
cated throughout upon the assump- 
tion that the development would be 
constructed, financed, and operated 
by a state power authority, which 
would have the advantage of superior 
credit and lower fixed charges than 
would be available to any private cor- 
poration. This applies to principal 
transmission lines as well as to gen- 
erating plant. 

But beyond the principal transmis- 
sion lines, the marketing board found 
that it would be more economical to 
utilize the present utilities for the 
further transmission and distribution 
of St. Lawrence power. The state is 
now extensively traversed by trans- 
mission lines owned by private com- 
panies, which also own the distribu- 
tion systems in the cities, villages, and 
rural areas. There are, however, up- 
ward of fifty municipalities, which 


own their own distribution plants, 
and which in part are supplied with 
current by private companies. These 
plants distribute only a small per- 
centage of the total electricity con- 
sumed in the state; the great bulk 
of the distribution facilities is now 
owned by private companies, which 
are, therefore, able to effect the most 
economical distribution of St. Law- 
rence power. 


| seine of this situation, the mar- 
keting board found that the best 
method to distribute St. Lawrence 
power would be through the existing 
systems, provided that proper con- 
tracts could be effected between the 
state and the companies so as to pass 
on the economies of low cost genera- 
tion to the consumer, and to provide 
for reasonable cost of distribution. 
Since industrial power rates in the 
state are now on a low level because 
of competitive conditions, the board 
recommended that the economies 
should be conveyed particularly to 
the domestic users, through reduction 
in rates and introduction of promo- 
tional rate schedules. 

In the event that contracts which 
would adequately protect the consum- 
ers could not be effected, the board 
found that St. Lawrence power could 
still be marketed on an economical 
basis by developing a larger industrial 
sale near the plant site, and by com- 
peting with private companies for 
general distribution within econom- 
ical distances from the generating 
plant. It did not, however, carry its 
investigation into such alternative 
possibilities far enough to make de- 
tailed findings as to cost, feasible dis- 
tribution area, or as to the period of 
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Where the Real Hitch in the St. Lawrence Power 
Project Will Come: 


ve HE St. Lawrence plan will proceed 

quite rapidly—the creation of a state 
authority, international agreements, fixing of 
state policy, specifications for construction and 
operation. Whatever hitch may occur will 
probably come in connection with distribution, 
in the event that proper public safeguards 
cannot be effected through contracts with pri- 
vate companies. In that case, the state cannot 
avoid considering and adopting an alternative 





plan.” 








time required to place such competi- 
tive system upon a self-sustaining 
basis. 


HE marketing board emphasized 

the economic desirability of cor- 
relating St. Lawrence power with 
other sources of power in the state. 
It found that, in the interest of maxi- 
mum economy, St. Lawrence power 
should be utilized completely, as avail- 
able under the conditions of river 
flow, and that other sources should be 
drawn upon for variation in load be- 
yond St. Lawrence capacity. This 
would involve coordination of St. 
Lawrence power, steam power, and 
interior water power which, to a large 
extent, is subject to regulation and 
can be used as needed for peak and 
other special requirements. 

Such complete use of St. Lawrence 
power can be readily effected through 
contracts with the present utilities. 
St. Lawrence power, however, cannot 
be used at full economy for limited 
purposes, because of the waste power 
that would result and the consequent 
enhancement of the cost of power 


used. Its economy is reduced as the 
proportion of waste is increased, and 
reaches a maximum when it carries a 
load to the extent of its total output. 


oe available load for St. Law- 
rence power is indicated by the 
present and growing power require- 
ments of the state. 

During the year 1929 the total 
power generated by the New York 
state electrical and the transit com- 
panies in New York city, amounted 
to 13,700,000 kilowatt hours, and the 
annual increase over a 7-year period 
was 860,000,000 kilowatt hours. By 
the year 1937—-when, it was assumed, 
the St. Lawrence plant could be 
placed in operation—the aggregate 
required generation would exceed 
20,000,000,000 kilowatt hours. If, 
therefore, the St. Lawrence develop- 
ment is not carried out, a large pro- 
portion of future requirements must 
be met through newly constructed 
steam plants. Hence, when the proj- 
ect becomes a certainty, further steam 
construction will be checked, and a 
substantial part of the output will be 
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immediately absorbed by the time the 
plant is completed, and it can take 
over immediately a large proportion 
of the steam generation of the state, 
especially outside of New York city, 
on the basis of coal and labor saved. 
After completion, the annual increase 
in load would amount to nearly 
1,000,000,000 kilowatt hours a year, 
and would soon absorb all of St. Law- 
rence power, thus rendering unneces- 
sary the construction of an equivalent 
or somewhat greater capacity of 
steam plant. St. Lawrence power 
would thus be completely utilized at 
all times, and all demands beyond its 
generation would be supplied by 
steam and by interior regulated water 
powers. 


To marketing board made a sur- 
vey also of the possibilities of 
further development of electric use 
and the possibilities of low cost dis- 
tribution. There are large possibili- 
ties of stimulating consumption, 
especially in domestic use and in con- 
nection with rural electrification. Do- 
mestic consumption at the present 
time averages less than 40 kilowatt 
hours per month per customer, where- 
as under a proper rate schedule de- 
signed for promotional purposes, the 
average might be advanced over a 
moderate period of years to 120 kilo- 
watt hours, or to approximate the 
consumption found now among On- 
tario cities, where the following in- 
creases have been realized in recent 


years: 
Average monthly kilowatt 
hour consumption per 
domestic customer. 


1920 1929 
i ae 53 192 
ee 41 135 
eae 53 225 
pe ee 51 116 


If the present domestic consumers, 
through scientific rate making, are 
brought up to an average monthly 
consumption of 120 kilowatt hours, 
there would be an increase of about 
3,000,000 kilowatt hours from this 
one source alone. There are also 
other special possibilities if new de- 
mand, including 350,000,000 kilowatt 
hours from rural __ electrification, 
150,000,000 kilowatt hours through 
highway illumination, 1,000,000,000 
kilowatt hours for railway electrifica- 
tion, together with a large industrial 
demand near the site of the St. Law- 
rence plant. There is no doubt but 
that the entire St. Lawrence output, 
to full stream capacity, would be 
absorbed for various economical pur- 
poses. 


SB. marketing board presented 
frankly to the commission the 
problem of distributing St. Lawrence 
power through existing utilities. Un- 
der present conditions, the costs for 
the different steps in furnishing elec- 
tricity to consumers are not readily 
segregated for purposes of rate fix- 
ing, and particularly the distribution 
costs that should be properly included 
in rates, can seldom be satisfactorily 
determined. While the distribution 
contracts between the state and com- 
panies should provide that the rates 
to consumers be based upon the cost 
of generation, transmission, and dis- 
tribution, the job of properly deter- 
mining these costs for different com- 
panies and conditions, will be a for- 
midable one. It was found that a 
special technical department should be 
provided within the power authority 
to make constant studies of costs and 
to effect adjustments in rates as econ- 
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omies are realized and as consump- 
tion increases through the working of 
promotional schedules. 

The commission followed practical- 
ly throughout the findings of its tech- 
nical staffs. It recommended that the 
legislature create immediately a power 
authority as an instrumentality of the 
state, which would then proceed to 
take the various steps necessary to 
bring the St. Lawrence development 
into realization. It would have the 
responsibility of entering into distri- 
bution contracts with private com- 
panies, and, with such legislative re- 
straints as may be placed upon it, to 
work out alternative plans, if proper 
contracts cannot be attained. While 
the private companies codperated in 
the finest of spirit with the commis- 
sion, manifestly they could not agree 
to any contracts until an appropriate 
body has been duly delegated by the 
state to make such contracts. 


B: suppose that the commission’s 
views as to distribution of St. 
Lawrence power cannot be carried 
out? That contracts with existing 
utilities, with adequate protection for 
consumers, cannot be attained? 
What, then, is the alternative? 
This is the question that is being 
asked by those who are watching con- 
stantly the public interest in public 
utility developments, and who look 
further than mere power generation. 
It simply could not be answered by 
the commission or its marketing 
board within the limitation of time 
and circumstances, but it will doubt- 
less be ever present until final pro- 
visions have been made for St. Law- 
rence power distribution. From pres- 
ent indications, it appears that the St. 


Lawrence plan will proceed quite 
rapidly—the creation of a state au- 
thority, international agreements, fix- 
ing of state policy, specifications for 
construction and operation. What- 
ever hitch may occur will probably 
come in connection with distribution, 
in the event that proper public safe- 
guards cannot be effected through 
contracts with private companies. In 
that case, the state cannot avoid con- 
sidering and adopting an alternative 
plan, provided that it can be worked 
out along sound economic lines. 


HE stubborn fact that will be en- 
countered in the formulation of 
distribution contracts is this: 

The same distribution properties 
and the same organization would be 
used for the delivery of St. Lawrence 
power as for the companies’ other 
business, without differentiation be- 
tween different kinds of current used 
by the customers. The power from 
all sources would be commingled and 
distributed without distinction be- 
tween industry, commercial users, 
domestic consumers, municipalities, 
rural areas, or other purposes. 

State control of St. Lawrence dis- 
tribution, by means of contract, 
would thus result practically in fix- 
ing like control over a company’s en- 
tire business, whatever the source of 
power. 


[’ is to be assumed, of course, that 
the companies will agree to a de- 
termination of proper distribution 
costs and the adoption of a revised 
schedule of rates, including promo- 
tional provisions and arrangements 
for successive readjustment in rates 
as economies are effected. The pub- 
lic, however, must realize that not 
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only in New York, but wherever large 
hydroelectric projects are involved, 
the construction and operation of 
power plant and primary transmis- 
sion lines are only the first step to- 
ward low rates for consumers, par- 
ticularly for households. At best, 
the future margin between efficient 
steam and hydroelectric operation, is 
not great; one to three mills per kilo- 
watt hour. The greater costs, espe- 
cially affecting domestic consumption, 
appear in distribution, which includes 
extensive investment in lines and 
equipment, and which requires a large 
operating organization to maintain 
and operate the properties and to take 
care of consumer needs. It is in this 
domain, however, where excessive 
overheads may be incurred, where 
regulation has been least effective, 
and where mostly municipal systems 
have made very favorable showings 
compared with private companies. 


F gion acquainted with the facts 
must realize that under New 
York conditions the state would be 
confronted with a tremendous task 
to acquire a complete transmission 
and distribution system to market 
with economy the output of a huge 
hydroelectric plant. The obstacles 
would be both economic and political. 
Except over a considerable period of 
time, New York could hardly estab- 
lish a system similar to the Ontario 
Hydro—where the provincial com- 
mission owns the generating and 
transmission plant and where distri- 
bution is effected by municipally 
owned plants. Ultimately, a similar 
plan probably could be worked out in 
New York, and, as a long-run propo- 
sition, might be preferable on eco- 


nomic grounds. But as to immediate 
needs, it could not be attainable for 
the distribution of péwer when the 
St. Lawrence plant is completed—at 
least, not in all probability. 

If the New York power authority 
cannot effect satisfactory distribution 
contracts, it can yet proceed econom- 
ically with an independent system, 
but, of course, with diminished im- 
mediate advantage to the state at 
large. In that case, it would most 
advantageously rely upon state credit, 
concentrate (to start with) upon in- 
dustrial power sales near the site; 
develop an economical distribution 
area ; encourage the institution of mu- 
nicipal distribution plants, and gradu- 
ally establish a state-municipal system 
along the lines of the Ontario Hydro 
organization. 

The latent prospect of such a sys- 
tem should serve as an incentive to 
the companies to meet the state half- 
way in coming to reasonable distri- 
bution contracts. 


— distribution policy 
may be worked out, the St. 
Lawrence development may be re- 
garded in any case as only one phase 
of a three-part policy of the state, if 
the public is to be assured proper serv- 
ice at lowest attainable costs. The 
second part is the granting of untram- 
meled rights to all municipalities to 
establish their own electric distribu- 
tion systems, and to share in the ad- 
vantages of low cost generation by 
the state. 

The third is the revision of poli- 
cies and methods, to make commis- 
sion rate regulation effective and 
sound from an administrative and 
financial standpoint. 
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Remarkable Remarks 





“There never was in the world two opinions alike,’ 


Dr. ALFRED BARRY 
Clergyman of Oxford, England. 


CiiFForD PAIGE 
President, American Gas 
Association. 


Carvin CooLipce 
Former President of the 
United States. 


T. J. Smita 
Editor of “So The People 
May Know.” 


MartTIn J. INSULL 
President, Middle West 
Utilities Company. 


Lynn J. Frazier 
U. S. Senator from 
North Dakota. 


MarK SULLIVAN 
Journalist. 


WIL.1AM Z. RIPLEY 
Professor of Political Economy, 
Harvard University. 


Heywoop Broun 
Newspaper columnist 





—MOonrTAIGNE 


“T shall never regard America as civilized until there 
are separate cars for women on your subways.” 


» 


“In the vast majority of cases the principle holds that 
what is bad for its community cannot be good for the 
utility.” 

¥ 


“Another proposal to be made in the name of reliev- 
ing unemployment will undoubtedly be an extension of 
government ownership.” 


e 


“One way they (the power interests) try to ward off 
public ownership, is to place a few shares of stock 
among influential people in a city.” 


¥ 


“The politicians and the academic experts on one side 
and the electric light and power industry on the other 
are carrying on a debate without an audience.” 


e 


“The Power Commission has been discredited in the 
eyes of many people. It is going to be practically im- 
possible for it to function as a commission.” 


¥ 


“Wherever the issue (municipal ownership of electric 
utilities) has come to a vote in elections the outcome 
as a rule has been favorable to government ownership.” 


¥ 


“One of the first and urgent measures of relief for 
the railroads is adequate taxation, regulation of rates 
and hours of labor as concerns motor transport lines.” 


¥ 
“The person who is too much engrossed in his job 
hasn’t enough imagination to think up new and better 
ways of doing things. He’s just going to stick in the 
same wagon tracks all the time.” 
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James Couzens 
United States Senator 
from Michigan. 


Girrorp PINCHOT 
Governor of Pennsylvania. 


Gen. JoHN J. PERSHING 
(In “My Experiences in the 
World War.”) 


SAMUEL UNTERMYER 
Corporation Counsel of 
New York State. 


Morris LLEweLttyn Cooke 
Engineer and publicist. 


Apert C. RITCHIE 
Governor of the State 
of Maryland. 


Metvin A. TRAYLOR 
President, First National 
Bank of Chicago 


“I am opposed to government ownership of railroads 
and am opposed to any coast-to-coast merger of them 
under one head. I realize, however, that I differ in this 
regard with my so-called ‘progressive’ associates.” 


> 


“Back of the public utilities in their attack on our 
American form of government is the whole fabric 
of political corruption; the underworld, the protected 
racketeer, and criminals of high and low degree.” 


> 


“The (telephone) lines throughout France were so 
inefficient and unreliable, as government-owned utilities 
usually are, that to provide unfailing connections it was 
necessary for us to put in much new construction along 
our channels of supply, from base ports to headquar- 
ters.” 


> 


“The greed of the power trusts is shaking at the 
very foundations of government. We have the most 
striking instance of this desperate, unequal struggle at 
the moment in my own state of New York between 
Governor Roosevelt and the most formidable power 
trust on earth.” 


e 
“Largely because our engineering societies have had 
‘thumbs down’ on any discussion of electric distribution 
costs, American householders and storekeepers—groups 
all but defenseless under our system of regulation—are 
turning in increasing numbers to nonengineering and 
nontechnical agencies for light and counsel.” 


* 

“Just as many of our present ills are due to an un- 
necessary and excessive usurpation or delegation of 
Federal power, and could be cured by a larger measure 
of local home rule, so business by the exercise of a 
more enlightened self-government of its own could 


throw off the incubus of excessive governmental inter- 
ference.” 


* 


“In recent times two outstanding contributors to the 
prosperity of the country have been our railroads and 
our utilities. Today, these great industries are the ob- 
jects—particularly the latter—of prospective government 
assaults. If, due to government regulation and super- 
vision, either of these great forces is crippled in its 
ability to go forward, can anyone believe that the re- 
establishment of normal employment and normal condi- 
tions is humanly possible?” 
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When and Why Uncle Sam Is 
Forced Into Business 











se author of this article has for years been one of the most 
widely known and indefatigable workers for public ownership 


and operation of public utilities. 


He holds that public competition 


is the most effective method of regulating private utilities. He here 


points out—in answer to the contentions advanced 


by WILLIAM 


ATHERTON Du Puy in the September 4th issue of this magazine—the 
conditions under which the Federal Government is prompted to in- 
vade the realms customarily reserved for private enterprise and the 
success that has attended these efforts. 


By JUDSON KING 
DIRECTOR, NATIONAL POPULAR GOVERNMENT LEAGUE 


HEN a public official from 
the President of the United 
States down to a small town 


mayor can truthfully report that he 
has effected material reductions in the 
cost of conducting the people’s busi- 
ness, congratulations are in order 
from keen business men, heavy tax- 
payers, and conservative editors. 

If, however, in order to achieve real 
economies, the official has been forced 
to assume certain functions previously 
farmed out to private contractors, 
loud protests follow and the public is 
startled to learn that “Sovietism is 
right around the corner.” 

It is set up that always “Govern- 
ment Fails in Industry, Local, State, 
National,” to quote the title of a 
pamphlet widely circulated by the 
power interests. It is usually a whole- 
sale indictment with an assumption 
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that some mysterious influence sur- 
rounds government per se, as well as 
the intelligence, character, and effi- 
ciency of men the instant they pass 
from private to public employment. 
It is, of course, just as foolish as the 
opposite assumption by many public 
ownership extremists that there is 
some inherent virtue in governmental 
enterprise by which the people always 
get cheaper and better service. 


J ust where the line lies, which sepa- 
rates public enterprise from the 
domain reserved to private business, 
is difficult to discover. Probably few 
would go so far as an ardent witness 
before the Federal Trade Commis- 
sion investigation who declared that 
he would sell the post office to a cor- 
poration tomorrow. Probably none 
would advocate that the fire depart- 
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ment of his city be run by a private 
company, as was done in ancient 
Rome. The rule is adaptable. What- 
ever industry is aggrieved fights back 
under the slogan of some general 
principle and summons business men 
of all classes to battle with it in de- 
fense of the Republic. 

If the people were aware that for 
a generation or two, let us say, 90 
per cent of public officials 90 per cent 
of the time had been notoriously 
wasteful and inefficient and, on the 
other hand, that 90 per cent of con- 
tractors, dealers, and franchise-hold- 
ers had 90 per cent of the time been 
able and honest and saved vast sums 
to the public treasury while doing 
satisfactory work, such claims would 
have more effect. But since neither 
is true, nothing remains but the com- 
mon sense view, based upon universal 
experience, that there are good men 
and bad men, able men and stupid 
men, engaged in all human activities, 
public or private. The practical 
problem facing the American citizen- 
ry is how best get a dollar’s worth of 
service for a dollar in taxes and, just 
as important, how best get done a 
multitude of things necessary in mod- 
ern civilized society which private 
business will not undertake because 
they do not pay dividends. 


HE legal right of the American 

people, under their representative 
democracy, to authorize their pub- 
lic servants to do anything cannot be 
questioned. The issue, therefore, 
turns upon practical feasibility. There 
are thousands of instances in which 
the public interest is conserved by 
hiring private agencies to do public 
jobs, especially where numerous hon- 
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est contractors can be found operat- 
ing in the midst of dishonest admin- 


istrations. Doubtless, also, there are 
thousands of jobs which can be done 
and are being done by public officials 
just as well and more cheaply than 
private concerns could or would do 
them. And who is there to say that 
the public should shoulder extra costs 
and abandon these practices as a mat- 
ter of charity to private interests? 
In private industry, such would not be 
considered sound business practice. 

If it is true, as claimed, that do- 
mains hitherto reserved by custom to 
private enterprise are being invaded 
by government, the question is at once 
raised, what is the impelling cause? 
Are officials and the people being 
moved by fanciful theories, or hard 
necessities ? 

Whom should elected administra- 
tors serve, primarily—the people 
restive under high taxes, or a small 
segment of individuals who are seek- 
ing profits? 

The question answers itself. We 
return once more to the practical is- 
sue; is it possible for men employed 
by the public to perform as success- 
fully as under private direction? 

The briefest summary of the multi- 
tudinous activities of Uncle Sam’s 
men, many performed for nearly a 
century and a half, most of which 
go forward today as a matter of 
course, makes the question seem al- 
most foolish? 


GB Gener. for example, the Govern- 
ment Printing Office, which is 
frequently held up as a piece of fool- 
ish extravagance. 

For the first seventy years of our 
national history the government print- 











ing was done by private contract. 
For the last seventy years Uncle Sam 
has done his own printing. The 
change was made because up to Lin- 
coln’s day the public printing was a 
prime political football and source of 
endless trouble and corruption wheth- 
er Democrats or Whigs were in pow- 
er. A congressional investigation re- 
vealed that the gentleman who held 
the contract during the late 1850’s had 
contributed $100,000 to political cam- 
paigns. The new Republican party 
ended the farce and purchased the old 
printing plant of this gentleman for 
$135,000 which seems to indicate in 
view of his campaign contributions 
that he had been making “reason- 
able” profits. 

Abraham Lincoln appointed the 
first Public Printer. Mr. Carter, the 
present incumbent, is the eleventh 
man to hold the position. He does 
not believe in public ownership but 
has a passion for efficiency. He has 
no axe out for private enterprise but 
is concerned over getting as much 
printing done for a dollar as is possi- 
ble. In serving his employer he has 
made many changes. 

For example, take the familiar 
post office money order blank books, 
of which the post offices demand over 
a million a year. A few years ago 
they were costing the department 
under private contract 31 cents 
each. Mr. Carter installed machin- 
ery, took over the work, with the re- 
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sult that they now cost 15 cents each. 
Take punch cards, which are used 
by the millions in all departments of 


the government. Private printers 
charged $1.45 per thousand. The 
government print shop turns them 
out at 90 cents per thousand. 

I asked Mr. Carter to make an esti- 
mate for this article of what Uncle 
Sam’s printing bill would be today if 
done by private contract. He handed 
me an impressive memorandum pre- 
pared by a corps of his experts. They 
took twenty-two typical jobs of va- 
rious kinds. Government printing 
prices totaled $71,816; private prices, 
on the “Franklin” standard scale, to- 
taled $81,143—a difference of 124 per 
cent. Apply this to the total print- 
ing bill for the past year, (approxi- 
mately $13,000,000), and we dis- 
cover that Uncle Sam is saving 
around $1,625,000 by reason of his 
printing plant. A few months ago the 
commissioners of the District of Co- 
lumbia transferred their printing to 
the government plant and are now 
saving 40 per cent on their printing 
bill. 


|” gpa menace have been effected in 
other ways. Years ago the Gov- 
ernment Printing Office installed its 
own electrical plant. Later, when its 
equipment was worn out, it purchased 
current from the Capitol plant at a 
great saving as against standard rates 
charged by the Potomac Electric 


by custom to private enterprise are being invaded by gov- 
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Power Company. Recently Mr. Car- 
ter desired more adequate stand-by 
service. The Congressional Record, 
the printing done for the Supreme 
Court, and other government jobs 
must be on time and not delayed by 
a breakdown of motor power. 

Mr. Carter tried private enterprise 
first. The company asked a fixed de- 
mand charge of $800 per month, 
whether any energy was used or not, 
plus an energy charge of current used 
in emergencies. Since this involved 
no increase of plant capacity for the 
company and the possible use was a 
trifle, this did not satisfy the Public 
Printer. He investigated, installed 
two Diesel engines, and now has a 
stand-by service of his own at one- 
half the charge asked by the local 
power company. 

Such instances could be multiplied 
indefinitely. 


D URING the past twenty-five years, 
the United States Reclamation 
Service has built over 100 storage 
dams for irrigation on various proj- 
ects. Some were small, some me- 
dium, some gigantic. Not one has 
ever given way. It is a record un- 
paralleled. 

The final costs of these dams have 
exceeded the engineers’ estimates in 
but a few instances and then when 
geological conditions, impossible to 
foresee, were encountered or when 
sudden sharp increases of labor and 
material costs had to be met. The 
general excellence of this Service ‘is 
shown by the main facts as to the 
nineteen principal dams built. They 
cost all the way from $609,000 to 
$8,500,000 each. Thirteen were 
built within the estimated cost; six 


exceeded it. The total estimated cost 
of the nineteen was $44,184,180; the 
actual cost was $42,422,000. Ten 
were built by the Service direct; 
seven were built by contract but under 
very strict supervision and inspection. 
The Service takes no chances. So 
great is the danger from defective 
material that it will not allow a con- 
tractor to furnish his own steel or 
concrete; such materials are either 
made or purchased by the Service it- 
self. It is to be sharply noted that in 
two instances out of these nineteen 
the Service was compelled to complete 
the dam after the private company 
doing the work had thrown up its 
contract and quit in the midst of the 
operation. 

During the Harding-Coolidge- 
Hoover régime the engineering de- 
partment of the Reclamation Service 
has been junked. Secretary Work 
inaugurated the system of building 
all dams by private contract. En- 
gineers of the Service report that as 
a rule the contractors have done good 
work, but it is not of record nor is 
it claimed that Uncle Sam's reclama- 
tion dams are built better or more 
cheaply than before. Incidentally, the 
government has an added expense— 
that of maintaining a rigorous inspec- 
tion service to insure honest fulfil- 
ment of contracts. 


6 ion Reclamation Service has also 
proven beyond question that 
Uncle Sam can successfully build and 
operate hydroelectric plants in con- 
nection with these dams. For exam- 
ple, a fine 15,000 horsepower plant 
has been operating on the Minidoka 
project in southern Idaho since 1910. 
A government transmission system of 
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The 95 Per Cent of Honest Business Men Must Hold the 5 Per Cent 


in Check—or Risk Government Interference 


é¢ A FORMER chairman of the Federal Trade 

Commission, after years spent in ex- 
amining current trade practices, said: 

“Ninety-five per cent of our business men want 

to do the fair and honest thing; it ts the dishonest 


5 per cent that raises the hell, sets the pace, and 
forces all too many decent men to adopt their prac- 


tices in order to compete, 


“If this honest 95 per cent does not want 
government, Federal, state, and local, to take 
on more and more functions they regard as 
properly their own, it is up to them to deal 
drastically with the errant 5 per cent.” 





over 100 miles of “high lines” car- 
ries the current to the towns and set- 
tlers on the project. Uncle Sam sells 
this current at wholesale rates to the 
towns of Burley and Rupert at one 
cent a kilowatt hour. The towns op- 
erate their own distributing systems, 
retail the current at an average net 
price of around 5 cents per kilowatt 
hour, domestic, and put the surplus 
in the city treasury for material re- 
ductions in taxes. In Burley this 
amounts to around $10,000 a year. 

Coéperative farm organizations 
buy current from Uncle Sam at from 
around 1 to 2 cents wholesale and the 
farmers have service at from 3 to 5 
cents per kilowatt hour, retail. 


— the Federal Government 
from the beginning of the na- 
tion’s history, has been building war 
vessels in its own navy yards and 
manufacturing munitions of war in 
its own arsenals, it is amusing to be 
informed in these days that Uncle 
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Sam, in now doing these things, is 
violating a basic principle of govern- 
ment. Such writers seem either to 
have forgotten their history or think 
their readers have. Both assump- 
tions may be true. 

In addition to sinning against basic 
principles, it appears that Uncle Sam 
is also losing money. It is asserted 
that he cannot build war ships as 
cheaply as private concerns can build 
them, yet he maintains a vast over- 
head investment in navy yards and 
so sins against suffering taxpayers. 
It is comparatively easy to pick start- 
ling examples from Uncle Sam’s far- 
flung activities in providing for the 
national defense to prove incapacity, 
particularly if all the facts are not 
given consideration. 

Take an instance: 

The California, a great battle- 
ship, was built in the public navy 
yards. Government engineers esti- 
mated that it would cost $7,413,156, 
whereas it actually cost $15,401,- 















ent 





)- 


~ 


—_~ DY he 








PUBLIC UTILITIES FORTNIGHTLY 


638. That looks fairly conclusive. 

But when we are informed that the 
estimates were based on prewar prices 
and the ship built during the war 
when construction costs had gone up 
over 100 per cent, another judgment 
must be entered. The just method, it 
would seem, would be to widen the 
range and fortunately there is at hand 
data of an authentic character. Back 
in 1926 the House Naval Committee, 
buffeted about in a furious contro- 
versy over the cost of war ships, 
asked the Navy Department to make 
a careful report on the cost of all 
vessels built in both private and gov- 
ernment yards from 1911 to 1926. 
The report was published as Docu- 
ment No. 94 and is still available. 
Looking it over, an eager citizen 
would feel reassured. Uncle Sam’s 
boys seem to be holding their own 
very well. 


AKE destroyers as an example— 
built mostly during the war. 

Uncle Sam built 21 himself and 
contracted for 258 more as his fa- 
cilities were limited and occupied. 
There were four classes of these de- 
stroyers. He made money on one 
class and lost on three. Since in 
such cases a general average would 
mean nothing, let us take averages 
class by class at the risk of being a 
trifle tedious. In cases like this facts 
and not oratorical statements count. 
The report shows private yards as 
building a class 69-74 destroyer for 
$214,432 less than Uncle Sam. He 
built two himself and thus lost $428,- 
864; but he built class 63-68 de- 
stroyers at $115,428 less than the pri- 
vate yards. They built 5 and Uncle 
Sam thus lost $577,140. The aver- 


age for the 75-185 type cost $372,285 
more in private than in public yards. 
Of these, 102 were built in private 
yards at a total cost of $37,973,070 
more than Uncle Sam could have 
built them. On class 186-347 the 
differential in favor of the govern- 
ment yards was $349,726. Uncle 
Sam built 9 and contracted for 147. 
That took $51,409,722 more out of 
Liberty loans. 

Totaling up the losses and sub- 
tracting the gains, we discover that 
if Uncle Sam could have built all of 
these 279 destroyers he would have 
been $88,673,340 to the good. 

Uncle Sam’s men, then, can build 
and do build war ships as cheaply, to 
put it modestly, as private shipbuild- 
ers. But even if he does lose money 
on a ship occasionally, he gains in the 
aggregate by knowing ship building 
costs and how it is done. Manifestly, 
this acts as a check against collusion 
or excessive charges by private firms. 
His national defense destiny is in his 
own hands and probably most citizens 
on sober thought would prefer to 
keep it there rather than in a merger 
of private shipyards. Before the 
Senate Naval Committee in 1928, 
when this question was up, Secretary 
of the Navy Curtis D. Wilbur—not 
the present Secretary of the Interior 
—vigorously asserted the necessity of 
such government preparedness and 
competition with private yards, “in 
order to get ships at a cost we can 
ask the government to pay.” 


N respect to government arsenals 
for the manufacture of guns and 
ammunition one illustration must suf- 
fice. It will serve to indicate that the 
competitive factor acts as importantly 
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the public welfare is largely left to government. 


PUBLIC UTILITIES FORTNIGHTLY 
q “PRIVATE business is in fact out for one thing—profits; 


When 


the two conflict, private business must learn to yield grace- 
fully and not seek to muddy the waters of public opinion, 
or it will lose in the long run.” 


in peace time as in war time. Briga- 
dier General Crozier set out some ex- 
tended data in his testimony before 
the House Appropriations Committee 
in 1913 on relative costs of gun car- 
riages, howitzer caissons, shrapnel, 
etc. Contract prices ran from 25 to 
100 per cent above government arse- 
nal costs. For example, 45,000 3- 
inch high explosive shrapnel shells 
cost Uncle Sam $456,750 as against 
a contract price of $592,650, a saving 
of $135,900. 


I’ is proper that Uncle Sam should 
see that rivers and harbors are 
dredged and kept clear for naviga- 
tion, and that he should pay for it. 
It is improper for him to do the work 
himself. That should be done, so 
runs the theory, by private dredging 
companies. In practice, Uncle Sam 
does part of the work himself and lets 
the rest to contract. He has a dredg- 
ing outfit valued at some $62,000,000 
and a trained corps of engineers and 
operatives for the same reason he 
maintains navy yards and arsenals. 
The inquiring citizen may discover 
how this sort of competition works 
out to the benefit of the public treas- 
ury by examining a detailed tabula- 
tion recently completed by the army 
engineers in charge of this service. 
Here again the deduction is not based 
on one or two instances but on many. 
From 1925 to 1929 they rejected pri- 
vate bids on twenty-six different jobs 
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over the country, considering them 
too high. 

Taking the twenty-six lowest bid- 
ders and totaling their offers it was 
found Uncle Sam would have paid 
$3,654,333 for the lot. He has done 
these jobs for himself for $2,195,997, 
or $1,458,336 less—which would 
seem to be a cheerful figure to all tax- 
payers except dredgers. 


UT government operation of rail- 
roads during the war—what 
about that? 

Although this is too huge a subject 
even to sketch here, it must be men- 
tioned, since failure to do so would 
be held tantamount to conceding the 
soundness of the claim that this is the 
most conspicuous instance of govern- 
mental inability to manage a utility 
in this generation. 

A huge amount has been spent to 
sell this idea to the American people. 
I here deny it. Under all the cir- 
cumstances, Uncle Sam made a pro- 
nounced success of a very difficult job. 

Let us not forget that President 
Wilson took over the railroads as a 
war measure at the urgent request of 
the railroads themselves after the 
Railway War Board composed of 
railroad presidents had made a failure 
of pooled private management, pri- 
marily because too many roads in the 
selfish effort to gain greater profits 
for themselves did not codperate. 
That ugly fact, distasteful to tell, is 
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a necessary factor in any clear, hon- 
est thinking on this subject. 

Recalling that the personnel of the 
operating force was generally the 
same throughout, critics of Federal 
administration during the relatively 
short period it assumed management 
must make satisfactory answer to the 
question why the operating cost 
which stood in round figures at $4,- 
071,000,000 in 1918 and $4,498,000,- 
000 in 1919 (the last year of govern- 
ment control), suddenly jumped to 
$5,954,000,000 in 1920, the first year 
the roads were returned to private 
management, and then dropped back 
to $4,668,000,000 in 1921 and $4,- 
509,000,000 in 1922 under the same 
management. 

During four of these years operat- 
ing expenses run about the same under 
either public or private management 
at an average of $4,436,000,000, but 
1920 stands out like the Washington 
Monument on the horizon with a 
sheer upward shoot of NEARLY A BIL- 
LION AND A HALF DOLLARS! 

Is it possible that the liberal guar- 
antee in the Esch-Cummings Act of 
a safe profit to the railroads for the 
first six months (March to September 
1920) after the government turned 
them back to private operation had 
anything to do with this very start- 
ling increase? Was it inefficiency? 
Or was it greed? Under that pro- 
vision the United States Treasury 
has paid to the railroads $528,985 ,000 
which makes present proposals for 
farm and unemployment relief look 
modest. Senator Brookhart has al- 
ways charged this was a fraudulent 
raid on the Treasury. These figures 
are official, and are quietly reposing 
in the files of the Interstate Com- 


merce Commission but are seldom re- 
ferred to by advocates of govern- 
mental inefficiency. 


| pe the wide range of Uncle 
Sam’s activities to “provide for 
the common defense and promote the 
general welfare,’ hundreds, yes, 
thousands of similar examples might 
be taken. From the beginning, I re- 
peat, many of the activities of our 
national government have been direct, 
many through arrangement with pri- 
vate agencies. 

From the beginning, the bulk of the 
public business has been administered 
by honest public officials, contractors, 
and business men. But there has al- 
ways been a sizable minority of dis- 
honest private interests and corrupt 
or inefficient public officials ready to 
conspire to render poor service and 
loot the public treasury even in times 
of war. Whether the method of graft 
took the form of bribery of individ- 
uals or control of political parties 
through campaign contributions or 
other means, the end was the same; 
extortionate profits to be secured 
through overcharge or noncompli- 
ance with specifications. 

American history from Washing- 
ton to Hoover is replete with expo- 
sures which reveal the sordid story, 
at times mounting to such gravity as 
to overthrow an administration or 
spell the death of a political party. 
Responsible government officials and 
the general public may wink at a cer- 
tain amount of small graft as out- 
croppings of unsocial human nature 
patiently to be endured in this imper- 
fect world. But gigantic graft, de- 
fective war vessels, poor ammunition, 
great guns that may explode, dams 
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that may go out, lighthouses that may 
fail, are different matters. Here pub- 
lic safety and genuine economy must 
obtain. No chances can be taken. 
This is the prime reason why Uncle 
Sam has in some fields “gone into 
competition” with private enterprise, 
to properly perform his duty in pro- 
moting the public welfare and main- 
tain his standing among nations. 


[ is with ill grace then that certain 
organizations of private industry 
so vociferously protest while conven- 
iently ignoring the stern reason for 
such activities. Private business is in 
fact out for one thing—profits; the 
public welfare is largely left to gov- 
ernment. When the two conflict 
private business must learn to yield 
gracefully and not seek to muddy the 
waters of public opinion, or it will 
lose in the long run. 

A former chairman of the Federal 
Trade Commission, after years spent 
in examining current trade practices, 
said: “Ninety-five per cent of our 
business men want to do the fair and 
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honest thing; it is the dishonest 5 per 
cent that raises the hell, sets the pace, 
and forces all too many decent men 
to adopt their practices in order to 
compete.” 

If this honest 95 per cent does not 
want government, Federal, state, and 
local, to take on more and more func- 
tions they regard as properly their 
own it is up to them to deal drastical- 
ly with the errant 5 per cent. 


W: do not need more law. The 
effective method is social ostra- 
cism. No business man caught steal- 
ing money from his church treasury, 
poisoning the food of children, or do- 
ing certain things in time of war, 
could for a moment remain a mem- 
ber of his chamber of commerce, his 
golf club, or be invited out to dinner 
by his peers. When that sort of treat- 
ment is meted out to men who loot 
the public treasury, bribe government 
inspectors, or furnish the money to 
buy election judges and voters, the 
people will be less inclined to take 
matters into their own hands. 





A Standard of Measurement of the Earnings 
of a Utility Company 


6¢ , yes utility ts entitled to such rates as will permit 

it to earn a return on the value of the property 
which it employs for the convenience of the public equal 
to that generally being made at the same time and in the 
same general part of the country on investments in other 
business undertakings, which are attended by correspond- 


ing risks and uncertainties. 


“But it has no constitutional rights to profits such as are 
realized or anticipated in highly profitable or speculative 


ventures.” 


—Chief Justice Charles Evans Hughes, 
IN AN OPINION OF THE UNITED STATES SUPREME COURT. 
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Why Utility Rates Do Not Fluc- 
tuate with the Values of Securities 


“Have the electric light, gas, or street car rates been re- 
duced proportionately to the shrinkage in the market values 


of utility securities?” 


The obvious answer is “No.” 


This 


article tells why utility rates do not and cannot follow the 
market either up or down—contrary to a belief that is still 
entertained by the ill-informed. 


By PAUL WILLARD GARRETT 


ou will get a sure test on the 
¥ acy of the newest argu- 

ment for reduced electric rates 
if you shift the 1931 reasoning into 
reverse. 

Newest of the reasons propounded 
for a reduction in rates is the sweep- 
ing decline in power and light stock 
prices. That utility securities have 
come down the highways of finance 
a long distance since scaling their 
September, 1929, peaks is a premise 
easily fixed as a starting point in the 
debate. With startling effect nimble 
spokesmen are making that simple ob- 
servation the basis for agitation 
against prevailing rates. 

Say they: “Utility stocks have 
shrunk in value but has your electric 
light bill been cut in half?” 

“No” is the obvious answer. But 
is there any reason why your light bill 
should follow the market down? 


pies we drive this line of rea- 
soning to its logical conclusion. 
Let us see if the rule works both 
ways. 

Go back to the summer of 1929. 
Utility securities were mounting to 
fantastic heights. They were dou- 
bling, trebling. Was anything heard 
then about this subtle relation of elec- 
tric rates to utility security prices? 
Did those who want electric rates to 
follow the market down now want 
them to follow stocks up then? 


H®* Ford does not fix the price 
at which he will sell a car by the 
market in Wall street for Ford stock. 
With him the computation of the 
price to go on a Ford tag is a mathe- 
matical problem in addition. Engi- 
neers from various departments of 
his plant bring to him unit costs of the 
various materials going into a Ford 
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in Wall street. 


HOW THE MARKET PRICES OF UTILITY 
STOCKS HAVE FLUCTUATED SINCE 1924 


Utility rates are fixed along definite lines that are in no 
way related to the stock market; after the company has 
sold its stock and invested the proceeds, its own treasury 
is not affected by the subsequent gyrations in the securities 
The above chart shows the fluctuations in 


the market prices of utility stocks as compared to the net 
income of the utility companies. 


car. Based on the production of a 
thousand cars, Henry Ford from 
these itemized estimates knows exact- 
ly what each car f. o. b. Detroit costs. 
He then has a basis for setting the 
selling price. What his stock is sell- 
ing for in the market does not enter 
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into the calculation. Indeed his stock 
is not even available in the market. 
Were his stock available in the 
market, his procedure in figuring the 
price of Ford cars would be precisely 
the same. A sharp rise in the price of 
his stock, were it listed, would not 











PUBLIC UTILITIES FORTNIGHTLY 







































































2 2 


give Henry Ford any more corporate 
money. It would make his own per- 
sonal holdings of the stock more val- 
uable but it would not increase his 
cost of materials, labor, and transpor- 
tation. It would give him no reason 
for increasing the selling price of his 
cars. Nor would a decline in his 
stock, were it listed, give him materi- 
als, labor, transportation any cheaper 
than before. It would not enable him 
in itself to sell cars cheaper. 


S° with the power and light compa- 
nies. 


fo | 19 





Electric rates are fixed 
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way related to the stock market. 
Companies in various jurisdictions 
are allowed to earn so much on their 
valuation. How that property valua- 
tion may be determined is a matter of 
some disagreement perhaps, but the 
essential point is that it is the value of 
the property that is the basis for fix- 
ing the allowable maximum earnings 
return. 

After a power and light company 
has sold its stock and invested the 
proceeds in the development of its 
property its own treasury is not fat- 


along definite lines that are not in any | tened by subsequent gyrations in the 
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stock. The sensational advance in 
utility stocks which reached a peak in 
September, 1929, gave the companies 
no additional revenue with which to 
reduce their charge for current to 
consumers. 


ag Company X in a campaign 
some years ago marketed its 
stock at 100. 

A subsequent rise in the price of 
the stock to 500 does not give the 
company any more funds with which 
to operate. That rise in the stock sub- 
sequent to its sale by the company 
does not then afford any basis for re- 
ductions in rates to consumers. The 
skyrocket movement in power and 
light stocks in 1929 was accompanied 
by no increase in electric rates. And 
by the same line of reasoning it is not 
logical to assume that the power and 
light companies should reduce their 
rates with a decline in power and light 
stocks. 

Below is printed some index num- 
bers of stock prices and electric rates 
that show strikingly that in times past 
there has been no real relation be- 
tween the two. 


Stocks 1926 1927 1928 1929 1930 
7 electric operat- 


ing companies 100.0 115.2 161.5 255.5 236.5 
All 337 industri- 
al companies 100.0 118.5 154.3 189.4 141.2 


Electric rates 
All _ electricity 
sold 100.0 100.0 98.3 96.3 98.9 


Domestic 
i 100.0 97.5 94.7 90.4 86.7 


Now it is scarcely necessary to add 
that over a long period a good mar- 
ket for securities does help the power 
and light companies in numerous in- 
direct ways. First of all, it denotes a 
position of general prosperity for the 
country that is destined to encourage 
a greater use of current on the part 
of industry and on the part of do- 
mestic consumers. 
prosperity corporate enterprises and 
household purchasers consume more 
electricity than in times of depression. 
And then too it must be remembered 
that a good market for securities en- 
ables the power and light companies 
to market their stocks and bonds at 
better levels provided, of course, that 
their program at the time calls for 
financing. 

But clearly these are indirect bene- 
fits and in no way contradict the axi- 


— 
InpEx Numsers or Stock Prices AnD ___omettiaf movements up or down in 


Eectric RATES 


Stocks 
13 electric hold- 


1926 1927 1928 1929 1930 
ing companies 100.0 117.2 165.9 306.3 279.4 


power and light stocks afford no basis 
for a recomputation of the rate struc- 
ture. 





A Pioneer Regulation of Gas Standards 


Aor claimed by many rate experts to be a superior method of 
gas measurement, in only one state in the Union—Colorado—has 
the commission put into effect the system of charging consumers on the 
amount of heat units consumed, or the so-called “thermal measurement.” 

Great Britain has used the thermal measure since 1920 with apparently 


excellent results. 


Other states in this country continue to permit gas 


charges to be based on the cubic foot measurement which has the effect 
of charging for gas volume without regard to heat value. 

Of course, most of the states have heating service standards, but the 
United States Bureau of Standards reports that a strict thermal rate 
measure is a more accurate and equitable yardstick, especially in view of 
the recent expanded use of natural and mixed gas. 
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As Seen from the Side-lines 





CORRESPONDENT inquires with 
A naive simplicity: “Why can’t 
the public utilities be let alone, at least 
until business certainty has been re- 


stored ?” 
* ok 


HE points out that it is unwise to 
disturb their vast investments, to em- 
barrass their huge army of employees, 
and to discourage their enormous ex- 
pansion programs, undertaken at the 
request of President Hoover when 
most industries were contributing only 
lip service to the problem of unemploy- 
ment. 

* 


* 
THEY could be let alone; but they 
won’t be let alone. It’s in the cards. 
* * 
Un Ess all signs fail, the public util- 
ities of this country are faced by one 
of the most interesting and troublous 


years of their existence. 
*x *” 


THE Federal Trade Commission is 
going forward with its investigation of 
the financial structure of the electrical 
corporations, and, with Congress out 
of session and deprived of an oppor- 
tunity of fighting with the President, 
this: inquiry will command more and 
more the attention of the newspaper 


press. 
* * 


THE railroads of the country are be- 
ing subjected to a savage rate-slashing 
by the motor bus industry throughout 
the country, and local public service 
commissions everywhere seem destined 
to be made an arena for the adjust- 
ment of intrastate rates until the inter- 
state regulation bill can command the 
deliberations of Congress again. 

* * 


WirH the prospect that trade may 
revive to some extent, the public utility 
organizations will be required to re- 
adjust their budgets; or with the pros- 
pect that trade may not revive, they 


may be required to curtail their con- 


struction policies. 
* * 


Tue four-power trunk line agree- 
ment among the railroads is still in the 
process of dickering and trading, and 
local communities are being aroused by 
the fear of its consequences upon them. 

* * 

Tuose forces within the country 
which are wedded to a more aggressive 
policy of public utility regulation are 
now assembling their forces for the 
future campaign to enable the Inter- 
state Commerce Commission to regu- 
late holding companies which invest in 
public utilities securities and to compel 
railroads to divest themselves of the 
holdings they have acquired in other 


railroad systems. 
* * 


THIS enumeration is but an indica- 
tion of the surface and evident causes 


of possible turmoil. 
* * 


But above and overshadowing all 
there is the fact that the groundwork 
of the next national election will be 
laid during the summer months and the 
actual election of the first delegates to 
the party conventions will be upon us 
ere we realize its proximity. 

* * 


In one state of the northeast, the 
Old Guard Republicans are seeking 
changes in the local election laws which 
would enable them to carry an un- 
pledged delegation to the convention 
rather than one pledged to the renomi- 


nation of Mr. Hoover. 
* x 


THROUGHOUT the country both par- 
ties are active and the surface lull at 
the time this is published misrepresents 
the contest actually being waged in the 


turbulent currents below. 
* * 


Ir can safely be set down, I believe, 
that President Hoover will be renomi- 
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nated. Despite such opposition as may 
arise within his own party, there will 
be no leadership or unity to it. It will 
be dissipated by rival and complicated 
ambitions, just as the Dawses, Low- 
dens, Watsons, and Curtises dissipated 
the opposition to him at Kansas City. 
You will read much of the wranglings 
and dissatisfactions the next few 
months, but they will be given much 
more prominence than their strength 
entitles them. 
~ * 

THERE are two indisputable, over- 
whelming factors that must not be lost 
sight of; first, that the President of 
the United States appoints the mar- 
shals, district attorneys, postmasters, 
and the politically-minded to office and 
that through them and by himself he 
is so deeply entrenched that he easily 
can secure renomination if he desires 
it; secondly, it is the practically in- 
violable rule of the Republican party to 
give its President the indorsement of a 
second-term candidacy. 

* * 

THE really important struggle this 
summer and fall will be among the 
Democratic aspirants. And here lies all 
the elements of a notable contest par- 
ticularly affecting the public utility cor- 
porations. 

* * 

Do not be surprised if the final con- 
test narrows itself down to Mr. Frank- 
lin D. Roosevelt and Mr. Owen D. 
Young, both of New York. The advo- 
cates of both are busy in every neck 
of the woods. Mr. Roosevelt is being 
publicly and enthusiastically presented ; 
the sentiment for Mr. Young is being 


searched out by a very careful canvas, 
which began in the southern states 
along the Atlantic seaboard and which 
has now extended upward to the New 
England coastline. 

* 


* 

THE viewpoint of the former on pub- 
lic utilities is plentifully known. He 
favors complete regulation, is for pub- 
lic retention of the water-power sites 
and for the government going into busi- 
ness here and there in small units when 
the occasion requires or seems to re- 
quire. Mr. Young, if he finds the water 
sufficiently tempting to dive in, will be 
required to give a detailed exposition 
of his views when he comes back to the 
surface and shakes the water out of 
his eyes and ears. It is an interesting 
fact that the Californians who came to 
the East en masse to secure passage of 
the Boulder Canyon Dam legislation 
found him much more satisfactory to 
their desires than they found the other 
leaders of the electrical industry. He 
seemed to have been captivated by the 
argument that whoever built and oper- 
ated the dam the increased use of elec- 
tricity meant an increased use of elec- 


trical appliances. 
* * 


Worps are precious, and the whole 
story cannot always be told in the al- 
loted space, even if the Christian re- 
porters of two centuries ago recorded 
the creation of the world in a few sen- 
tences. There will be more about this 
situation later. Meanwhile, keep your 
eyes and ears open. 


prt 7 Kann tut 





Let Big Business Regulate Itself! 


7? conclusions of a life-long reformer—of a “muckraker” who 
startled the nation a generation ago with his attacks on big busi- 
ness, including the utilities—will appear in a short but amazing article 
by Linco.n STEFFENS, in the next number of this magazine. 
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WHAT READERS ASK 


Out of the mail bag of the editors have come these 
questions; because they touch upon subjects of broad 
interest to those in the public utilities field, they have 
been selected for publication—together with the an- 
What questions do you want to ask? 


swers. 


QUESTION 
How is the sale, expense, and value 
of utility by-products treated by the 
commission with relation to accounts 
for utility service? 


ANSWER 


A by-product differs from other forms of 
utility merchandise, such as appliances, in that 
a utility cannot escape having by-products 
while stocking up on appliances is its own 
choice. A utility manufacturing gas from 
coal, for instance, cannot avoid having coke 
residual. It is a necessary incident to its 
utility operations. Because of the fact that 
the coal was originally paid for by the rate- 
payers (that is to say it was charged to oper- 
ating expenses) the value of by-products will 
not be permitted to be included as “materials 
and supplies” in estimating the value of a 
=—* property for rate making. Spring- 

field v. Springfield Gas & E. Co. (Ill.) P.U.R. 
1916C, 281; San Francisco v. Pacific Gas & 
E. Co. (Cal.) P.U.R.1918A, 506. 

As to the profits obtained from by-prod- 
ucts, it has been held that the amount which 
a utility can save by the proper use of a by- 
product should be deducted from its operat- 
ing expenses. Re Ukiah Gas Co. (Cal.) 
P.U.R.1919D, 922; Re Uniform System of 
Accounts (N. Y.) P.U.R.1917D, 122. Where 
there is some question of whether the product 
is a necessary by-product, or where there is 
a joint by-product and utility business with 
joint use of facilities by both branches of the 
business, commissions have made detailed 
apportionment of the amount of proceeds 
from the sale of by-products to be cred- 
ited to utility operations, even though the 
by-product business is carried on by a sep- 
arate but affiliated corporate entity. United 
Fuel Gas Co. v. Railroad Commission of 
Kentucky (U. S. Sup. Ct.), P.U.R.1929A, 
433; Re Citizens Gas Co. (Ind.) P.U.R. 
1917B, 791; Re United Fuel Gas Co. (W. 
Va.) P.U. R. 1918C, 193, also, P.U.R.1924A, 


gas service 


357; United Fuel Gas Co. v. West Vir- 
ginia Pub. Service Commission (U. S. Dist. 
Ct.) P.U.R.1927A, 707; La Crosse v. Wis- 
consin-Minnesota Light & P. Co. (Wis.) 
P.U.R.1922B, 113; Re Hope Nat. Gas Co. 
(W. Va.) P.U.R.1921E, 418; Erie v. Public 
Service Commission (Pa. Sup. Ct.) P.U.R. 
1924D, 89; Re Los Angeles Gas & E. Corp. 
(Cal.) P.U.R.1919D, 140; Charleston v. Pub- 
lic Service Commission (W. Va. Ct. App.) 
P.U.R.1924B, 601. 


QUESTION 


Has the general level of rates for 
increased or decreased 


during the last ten years? 


ANSWER 


(This question was referred to Major 
Alexander Forward, managing director of 
the American Gas Association. Here is his 
answer to it.) 

* ok 

Viewed from one angle, this question 
might be answered by the statement that 
from 1914 to 1929 there has been an increase 
of approximately 20 per cent in the average 
rates charged for manufactured gas, accord- 
ing to data of the United States Bureau of 
Labor Statistics. The increase for the 10- 
year interval from 1919 to 1929 was about 8 
per cent. 

However, it must be considered that 
changes in the level of utility rates do not 
synchronize with changes in the price level 
of commodities in general, for reasons which 
you can readily understand, as in a period 
of rising prices there is always a lag or de- 
lay in securing the necessary adjustments in 
utility rates. 

This is indicated by the fact that while 
the general level of wholesale commodity 
and cost of living indexes reached their peaks 
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in 1920, the high point in the index of gas 
rates was not attained until 1921. 

If, therefore, we take the last eight years 
as a base, and compare 1921 with 1929, it 
will be found that there was a decrease of 
about 20 per cent in gas rates during this 
interval, according to data from the same 
source mentioned above. 

In view of the factors previously outlined 
I believe that, under the circumstances, this 
last comparison is probably the fairest and 
most representative that could be used. 

—ALEXANDER Forwarp 


& 


QUESTION 
May a utility include the value of 
its stock of appliances or merchandise 
generally in the value of its properties 
for rate making either as physical 
property or working capital, or as af- 
fecting going concern value? 


ANSWER 


Utilities have not generally been permitted 
to include the value of merchandise stock in 
their rate base in any manner. Cases so hold- 
ing are: Springfield v. Springfield Gas & E. 
Co. (Ill.) P.U.R.1916C, 281; Fort Scott Gas 
& £. Co. v. Fort Scott (Kan.) P.U.R.1915B, 
481; Commercial Club v. Missouri Pub. Utili- 
ties Co. (Mo.) P.U.R.1915C, 1017; Billings 
v. Billings Gas Co. (Mont.) P.U.R.1924C, 
217; Polson v. Public Utilities Consol. Corp. 
(Mont.) P.U.R.1929E, 557; Georgia R. & 
Power Co. v. Georgia R. Commission (U. S. 
Dist. Ct.) P.U.R.1925A, 546; Idaho Power 
Co. v. Thompson (U. S. Dist. Ct.) P.U.R. 
1927D, 388; Re Telluride Power Co. (Utah) 
P.U.R.1922B, 168; Public Service Commis- 
sion ex rel. Seattle v. Seattle Lighting Co. 
(Wash.) P.U.R.1915B, 135; Re Accounting 
for Merchandise (Wis.) P.U.R.1930E, 204. 

The Pennsylvania commission in Wyom- 
ing v. Luzerne County Gas & E. Co. P.U.R. 
1922A, 48, permitted the value of a building 
used jointly by the utility and merchandising 
departments of the company to be included 
in the rate base, provided maintenance ex- 
penses were allocated against the merchandis- 
ing department in proportion to its benefits 
received. 

Contrary to the general rule given above 
the New York commission, in Customers wv. 
Cohoes Power & Light Corp. P.U.R.1921D, 
421, and the Federal court for the Eastern 
New York district in Brooklyn Borough Gas 
Co. wv. Prendergast, P.U.R.1927A, 200, 253, 
have held that the losses sustained by utili- 
ties in merchandising activities of a promo- 
tional variety have a bearing on a utility’s 
going concern value. 
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QuESTION 


Why should the state public serv- 
ice commissioners object to Federal 
regulation of interstate electric serv- 
ice? Is not that service beyond state 
jurisdiction, and should it not be 
regulated by some authority? 


ANSWER 


The state regulatory commissions only ob- 
ject to the enlargement of Federal authority 
in a sphere in which the state commissions 
are now adequately functioning. They might 
go further and object to the exercise of Fed- 
eral authority in any sphere in which the 
states could function if they chose to func- 
tion. 

Not all interstate commerce in electrical 
service is beyond the jurisdiction of the 
state commissions. Only that current which 
crosses state lines and is sold by a produc- 
ing company to a distributing company is 
not subject to state regulation. That is 
probably a very small percentage of the 
amount of current crossing state lines. The 
state commissions would probably not ob- 
ject to Federal regulation of the price 
charged for it, as the states would not have 
the power to fix the price themselves. 

Current sold by a producing company to 
its own customers in other states is inter- 
state commerce over which the state com- 
missions have the power to regulate in the 
absence of Federal action. This is regarded 
as a local matter; and this is the part of 
the interstate regulatory field in which the 
state commissions arc adequately function- 
ing or could function if the state legislatures 
wished them to do so. 

But the chief concern of the state com- 
missioners is not over the regulation of inter- 
state commerce, as it is with the possible 
usurpation of regulation of local or intra- 
state matters by a Federal Commission. It 
is practically the unanimous opinion of the 
state commissioners that once the Federal 
Government gets a foothold its power be- 
comes so dominant that the state’s rights 
even over purely local matters is lost, under 
the guise of protecting interstate commerce 
from burdens or discriminations imposed 
upon it by the state authorities. They say 
that this has been the experience in the rail- 
way field in spite of specific language in the 
laws passed by Congress indicating that Con- 
gress did not intend the Federal Act to regu- 
late interstate commerce to apply to com- 
merce wholly within a state. The commis- 
sioners apparently believe that it is impossi- 
ble to devise language clear enough to pre- 
vent the Federal power from invading or 
destroying state power within the state once 
the Federal Government decides to regulate. 








What Others Think 





The Political Situation as a Factor 
in Market Values of Utility Stocks 


HE relation of public utility stock 

to other kinds of stock is pretty 
much in the same position as the Irish 
soldier who proclaimed himself the 
“equal of any other man in the whole 
army, only more so.” Which is an- 
other way of stating that a utility stock 
is susceptible to the same stimulating 
and depressing economic forces as 
other stocks; that the only difference 
lies in the fact that they are supersensi- 
tive to such forces. 

All industries are regulated to some 
degree—but no nonutility industry is 
regulated (and in consequence so sensi- 
tive) to regulatory administration as 
the public utility industries. All indus- 
tries are affected by political develop- 
ment, but none are so affected to the 
extent experienced by public utilities. 


gery makes utility stock go up 
or come down? Careful study 
will show that there are four factors 
that affect the desirability of a security. 

1. Internal management: 

2. External regulation, such as court 
rulings or commission decisions: 

3. Legislation affecting the industry : 

4. Political development affecting the 
industry. 


The first factor is most important. 
Unless a business is economically well 
conceived, advantageously located and 
constructed, and efficiently managed, its 
securities are not wanted, regardless of 
the most favorable treatment given to 
it by the courts, the lawmakers, or the 
politicians. But granted that a com- 
pany is getting along all right at home, 
to what extent will the other three fac- 
tors have a bearing on the market price 
of its securities ? 

That is the question that utility exec- 
utives, as well as utility security in- 
vestors, ought to ask themselves these 
days. Public utility securities have been 
great favorites these last few years. 
Generally speaking, these corporations 
are internally sound and well managed. 
The Electrical World gives some totals 
which prove the increasing favor of 
these stocks. Here are the figures at 
the bottom of this page. 

Between the panic laws of November 
13, 1929, and the new laws of Novem- 
ber 1930, utility common stock, as a 
group, acted better than anything else 
on the exchanges. The obvious reason 
for this was the inherent soundness and 
earning ability of the corporations be- 
hind such securities. Good times or 


NEW CAPITAL ISSUES OF PUBLIC UTILITIES 


Debentures 


Preferred stocks 
Preferred stocks sold direct to customers 


Common stocks, including rights either exercised 


or underwritten 


* Estimate for 12 months. 


1929 1928 
$215,882,500  $435,810,100 

292 ,000 ’ 0 
15,325,000 66,000,000 
$523,407,500 $922,098,100 


286,248,000 276,884,852 
153,436,000 181,682,000 


505,803,262 272,514,557 


1930 (10 mos) 








$994,612,700 
179,158,830 
000,000 


147,405,482 
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hard times, people generally burn about 
the same amount of gas and electricity, 
and who ever heard of anyone cutting 
down materially on telephone calls be- 
cause of business depression? Pre- 
sumably, the stock-buying public, sens- 
ing the innate stability of the utility 
business, even in the face of the most 
serious depression, grabbed utility 
stocks as financial life savers. 

Then came the utility earthquake. 

From October 28, 1930, to November 
10, 1930, exactly thirteen days, the 
Dow-Jones utility averages declined to 
59.8 from 71.47, or a drop of 16.5 per 
cent. Why? 


M:* Henry Mills, writing in Bar- 
ron’s national financial weekly 
has analyzed this question carefully. 
His answer places the blame on poli- 
tics. He reviews the situation particu- 


larly in New York, Pennsylvania, Ne- 

braska, Oregon, and Washington. 
After commenting upon the anti- 

utility activities of Governor Roosevelt 


in New York, Mr. Mills says: 


“One of the minority suggestions of the 
Roosevelt committee in the last legislature 
was that all utilities be valued. It would 
seem that the people of the United States 
should be tired of valuation of public serv- 
ice corporations at this time, considering 
the experience of the Interstate Commerce 
Commission on railroad valuation. The re- 
port of the general secretary of the Presi- 
dent’s Conference Committee, Federal Val- 
uation of Railroads in the United States, 
October 15, 1930, states that the cost of the 
valuation work for all roads in the United 
States from its inception has been as fol- 
lows: 


Total expended by Bureau of 
Valuation to June 30, 1930 .... $36,899,835 
Necessary expenditures by car- 

j 123,304,567 


160,204,402 


“Governor Roosevelt also favors the so- 
called ‘prudent investment’ method of val- 
uation, which is followed by the state of 
Massachusetts, as a basis for public utility 
rates, rather than the ‘reproduction cost’ 
basis out of which has emerged the current 
court practice in this matter. The United 
States Supreme Court has been favorable 
to the utility companies in litigation in- 
volving this most important question, and 
its policy in this matter has been essentially 
unchanged since its decision in the case of 


Smyth v. Ames in 1898, 169 U. S. 466, 
where the court declared ‘that to ascertain 
value the present as compared with the 
original cost of construction are, among 
other things, matters for consideration.’” 


rR. Mills next proceeds to com- 

ment upon the persistent policy 
of the highest court in refusing to 
adopt the prudent investment theory of 
valuation as shown in its leading de- 
cisions since Smyth v. Ames. He con- 
cludes : 


“It is doubtful if the ‘prudent investment 
rate basis can ever be made a popular issue 
in any election. Candidates may attack the 
utilities with sweeping generalities, or with 
more specific charges. But it is obvious 
that the great mass of the electorate 
neither know nor care about ‘prudent in- 
vestment’ or ‘reproduction cost’ as used 
above. Naturally, every retail or whole- 
sale consumer of gas and electricity would 
like to have lower bills, but few find 
charges for utility service ‘high’ apart from 
some grievance; an unfortunate telephone . 
conversation may easily convert a ‘satisfied’ 
customer into one protesting that prices 
are too high. The large amount of custom- 
er ownership of utility securities has so 
far helped to counteract agitation for any 
drastic revisions in rates or methods of 
control.” 


The author next deals with Governor 
Pinchot in Pennsylvania, as follows: 


“In Pennsylvania, Governor Pinchot may 
be expected to continue his attacks upon 
the utilities. But, here again, he may 
not control his state legislature. It seems 
reasonable to expect nothing less favorable 
to the utilities in Pennsylvania than the 
maintenance of the status quo. Further at- 
tacks from Mr. Pinchot may frighten se- 
curity holders in the Keystone state from 
time to time, but it is highly improbable 
that either values or rates will be affected. 
It is not at all certain but that some of the 
policies advocated by Mr. Pinchot may in 
the long run work to the advantage of the 
utilities.” 


Mr. Mills next turns his attention to 
Nebraska, Oregon, and Washington. 
He says: 


“In Nebraska, ‘the voters have adopted 
the initiated laws, giving to municipalities 
the right to extend electric power lines and 
to purchase power plants by pledging fu- 
ture earnings through councilmanic action. 
The law also forbids sale of public plants 
except by a 60 per cent vote.’ It does not 
follow that this measure will make com- 
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petition for private utility interests more 
severe, nor that municipal ownership will 
become general, nor that the purchase of 
privately owned and operated utilities will 
be accomplished on a confiscatory basis. 
The courts could be expected to stand for 
an adequate basis of compensation in the 
event of such a purchase. 

“In considering the situation in Ne- 
braska, Oregon, and Washington, it is in- 
teresting to note that Wisconsin adopted 
similar legislation twenty-three years ago, 
and since that time, the number of mu- 
nicipally owned plants has actually de- 
creased. During the 5-year period, from 
1922 to 1927, the number of cities and 
towns in the United States served by mu- 
nicipal systems actually decreased 18 per 
cent, while the total number of cities and 
towns served by both commercial and 
municipal systems over the same period 
increased 26 per cent. 

“The trend in Oregon and Washington 
is similar to that in Nebraska. In each of 
the two former states, measures were 
passed ‘permitting the formation of public 
utility districts for the purpose of build- 
ing, acquiring through condemnation or 
purchasing power plants, and distributing 
power.’ How these new measures will 
work out is difficult to say. It is too early 
to predict in what manner the permissive 
legislation will be availed of; also political 
behavior in those states is not necessarily 
the prototype for those south and east.” 


bey possibility of Federal control 
is dismissed as being too remote. 
In any event, it would only affect inter- 
state commerce which merely means 
10.7 per cent of the electrical business 
and probably a smaller amount of the 


total gas business. Again, there is vio- 
lent and important opposition to be en- 
countered from the state commissions 


against any substantial Federal invas- 
ion of their fields of endeavor. 

Mr. Mills minimizes the possibility 
of a national utility issue for 1932. 
Economic conditions will probably im- 
prove. The Democratic party may find 
it convenient to soft-pedal the “trust 
busting” speeches now emanating from 
its present spokesman in order to at- 
tract the conservative vote. 

The conclusions one reaches from 
Mr. Mill’s article are these: 

1. The recent drop in utility stocks 
was due to the success of antiutility 
politicians at the November 4th elec- 
tion: 

2. That this feeling of panic is un- 
sound because: 

(a) The politicians can really do 
little harm in view of their own po- 
litical limitations ; 

(b) The courts will protect the 
utilities from any overbold attempt 
at confiscation ; 

(c) That economic forces will stay 
the trend towards municipal owner- 
ship of utility plants. 

3. That the political trend itself looks 
better for the future. 

All of which would seem to show 
that utility securities are a good thing 
to hang on to, since they are likely to 
make up for lost time once the political 


thunder storm has subsided. 
—F, X. W. 


PoLitics AND THE Pustic Utmiries. By 
Henry Mills. Barron’s. January 19, 1931. 
Page 3. 





The Real Significance of the Government 
Ownership Movement in Oregon 


F proof were needed that the govern- 

ment ownership movement is more 
epidemic than sporadic, a consideration 
of three different pieces of evidence 
should suffice to dissolve all remaining 
doubt. First, there would be the result 
of the November 4th elections ; second- 
ly, there would be a map with little red 
top pins stuck in all cities over 10,000 


that have municipal plants, and last, but 
not least, there would be a copy of the 
February issue of The Journal of Land 
& Public Utility Economics. 

Before going into the magazine arti- 
cles which themselves discuss in part 
the result of the last elections, let us 
take a bird’s eye view of the municipal 
ownership situation as disclosed by the 
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map of the United States with red pins 
in it. 

First of all, we discover that the ma- 
jority of the municipal plants are west 
of the Mississippi, notwithstanding the 
fact that 70 per cent of the population 
of the United States resides east of the 
Mississippi. Looking further, we find 
two definite congested areas of red 
pins ; the first is in the shape of a circle 
with its center in Indiana and spreading 
out over the neighboring states of Ohio, 
Illinois, Iowa, Nebraska, Missouri, 
Kansas, and north as far as Michigan. 
This might be called the Middle West 
group. 

There is another definite group; it is 
in the form of a belt and covers our en- 
tire West coast from the California- 
Mexican border to the far-famed plant 
in Seattle, Washington. In California 
alone, there are five municipal plants 
serving cities of over 20,000 popula- 
tion. Of course there are many impor- 
tant isolated plants in Florida, Georgia, 
Massachusetts, Maine, and elsewhere, 
but we cannot help forming the impres- 
sion, after looking at the map with the 
red pins in it, that the government own- 
ership movement is contagious. 


I“ the February issue of The Journal 
of Land & Public Utility Econom- 
ics, we find two articles that trace the 
development of the public ownership 
movement in the neighboring states of 
Oregon and Washington. 

The Oregon piece was written by 
Professor Emerson P. Schmidt, of 
Minnesota University. He develops 
many interesting facts and his conclu- 
sions are cautious and well considered. 
He tells us that the state of Oregon has 
less than one per cent of the nation’s 
people and possesses possibly 12 per 
cent of the potential hydro-power. This 
fact has made its people conscious of 
their natural power resources and has 
caused them to look enviously on the 
low rates of the municipal plants in Ta- 
coma, Seattle, and some of the Califor- 
nia cities. 

Nevertheless, it appears that prior to 
1926, State Senator George W. Joseph 


was the only Oregonian of importance 
to preach the gospel of municipal own- 
ership, and he was not taken very se- 
riously. True, Portland received a 
charter in 1913, enabling it to finance a 
municipal plant, but it was never exer- 
cised. In 1929, there were only four 
municipal plants in the state, all serving 
cities with less than 7,000 population. 

The Housewives’ Council, Incorpo- 
rated, was the first Oregon organiza- 
tion to get seriously behind the move- 
ment, when in 1926 it initiated the Ore- 
gon Water and Power Board Develop- 
ment amendment. A year before that 
the Oregon State Grange passed a reso- 
lution at its regular 1925 convention, 
authorizing a committee to draft a con- 
stitutional amendment which would al- 
low the state and municipalities to de- 
velop and operate hydro plants and sell 
the energy at cost. But the result of 
the committee’s work was lost in the’ 
shuffle for signatures when the 1926 fil- 
ing date found an insufficient number 
of names on the petition. Professor 
Schmidt says that a supposed “progres- 
sive,” Mr. Chris Schuebel, who fought 
the amendment at this time was in the 
pay of the power companies according 
to revelation of the Federal Trade 
Commission inquiry. 


to Housewives’ Council contin- 
ued to fight on, however, against a 
number of obstacles including the at- 
torney general and the secretary of 
state. It placed its amendment before 
the people in 1926. Opposition from 
labor organizations now developed. 
The Grange had only been half-hearted 
in its endorsement. Practically all the 
larger newspapers lined up against the 
Housewives’ Council. The Portland 
City Club made a study of the amend- 
ment and declared against it as being 
too sweeping to be placed into the state 
Constitution. The amendment was de- 
feated by a 4 to 1 vote, which paralyzed 
further actual progress until 1929. 

In that year, the Grange again called 
upon a committee to draft a new 
amendment. In the spring of 1930, 
such an amendment was presented to 
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the attorney general and after much 
difficulty over the drafting of a title for 
it, it was finally filed with the secretary 
of state three hours before the official 
closing time. During this same spring, 
Senator George W. Joseph, the gov- 
ernment ownership pioneer, was nomi- 
nated by the Republicans for governor, 
but he died a month later. The state 
committee picked a successor whose 
views on this subject did not suit the 
Joseph followers, so they ran an inde- 
pendent candidate who is today gover- 
nor, Honorable Julius L. Meier. The 
same election day, November 4, 1930, 
saw the ratification of the Grange 
amendment. 


ROFESSOR Schmidt describes this 
successful amendment as follows: 


“The Oregon amendment, patterned aft- 
er the California law, provides for the cre- 
ation of public utility districts in about the 
same way that school, irrigation, and other 
districts may be formed. It does not di- 
vide the state into districts but these may 
be formed by the resident voters of terri- 
tory which is contiguous or otherwise, and 
may consist of incorporated municipalities 
with or without unincorporated territory. 
All present political subdivision lines may 
be disregarded. It is anticipated, however, 
that in many cases the present county, mu- 
nicipal, and other district boundaries will 
be found suitable for the new districts. 
Their purposes shall be to supply water for 
domestic and municipal uses, and for the 
development of water power and/or elec- 
tric energy and to dispose of and sell the 
same. The districts are to be managed by 
boards of five directors who must be resi- 
dents of the district. Capital may be raised 
by taxes and by evidences of indebtedness 
issued, sold, and/or assumed. No limit is 
placed in this connection. The districts will 
have the power of eminent domain, may 
enter into contracts, may acquire and hold 
real and other property necessary to the 
business of such district and acquire, devel- 
op, and/or otherwise provide for a supply 
of water, water power, and electric energy. 
The products may be sold, distributed, 
and/or otherwise disposed of within or 
without the territory of such districts. Fi- 
nally, the legislature shall and the people 
may provide any legislation in addition to 
existing laws that may be necessary to car- 
ry out the provisions of this amendment.” 


, ie author next points out the op- 
position that was encountered and 


weighs some of the objections to the 
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amendment pro and con. He goes on 
to point out that the Oregon amend- 
ment is but a part of a much wider 
movement to readopt and enlarge mu- 
nicipal ownership, and yet to avoid the 
obstacles, legal, political, and economi- 
cal that would follow state-wide owner- 
ship of utilities. 

He concludes by stating succinctly 
the purpose behind the Oregon amend- 
ment; boiled down, it amounts to this: 
We all know that municipal electric 
plants as such are now having a sorry 
time of it. In 1923, there were over 
three thousand of them in this country. 
Today, there are about two thousand. 

Why this loss? Does it indicate a 
lack of public confidence in governmen- 
tal administration of such property en- 
terprises? Professor Schmidt says that 
it does not, notwithstanding claims to 
the contrary by some private utility ad- 
vocates. He merely points to the tre- 
mendous technical advances that the 
electric industry has made in such mat- 
ter as interconnections, transmission 
lines, hydro development, coal utiliza- 
tion. Privately owned plants have been 
able to take advantage of all the eco- 
nomics accruing from these discoveries 
by consolidations and mergers. Munic- 
ipal plants have been chained to their 
own corporate limits by legal restric- 
tions. 

Therefore, says Professor Schmidt, 
if the municipal plant is to take advan- 
tage of all these economies that can be 
obtained only through large scale oper- 
ation, it also must have some way to 
consolidate, or at least codperate with 
other municipal plants. If the munici- 
pal plant is to compete with the private- 
ly owned industry, it must be given a 
free hand in territorial expansion. In 
short, if the municipal plant is to sur- 
vive, it must be given the same econom- 
ical opportunities as its privately owned 
competitors. Hence, the Oregon 
amendment allows the formation of 
“districts” regardless of the territorial 
limitations of other political subdivi- 
sions. 

It might be observed in passing that 
the “utility district” has not been actu- 
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ally practiced to any extent in the rest 
of the country. So far, the “Crisp 
county” electric plant in Georgia, 


seems to be the only governmentally 
owned plant which is serving the pub- 
lic generally, that is, operated by an 


agency independent of a municipality. 
—F. X. W. 
PusLic OWNERSHIP MOVEMENT IN OREGON. 
By Emerson P. Schmidt. The Journal of 
Land & Public Utility Economics. Febru- 
ary, 1931. 





How the Voters Feel About Municipal 
Ownership Movement in Washington State 


M* Extiot Marple, whose article 
on the public ownership move- 
ment in Washington follows immedi- 
ately after Professor Schmidt’s similar 
piece on Oregon, gives in his first para- 
graph the three phases that have devel- 
oped in the Washington movement over 
a period of eight years: (1), the Seat- 
tle and Tacoma municipal plants have 
wanted the right to sell electricity out- 
side the city; (2), municipal ownership 
advocates have sought to give rural dis- 
tricts the right to build and operate 
their own power plants; (3), private 
ownership supporters have sought to 
tax the now tax-exempt municipal pow- 
er plants. 

The “Bone Bill,” introduced in 1924 
to accomplish the first of these aims, 
was defeated. A bill introduced and re- 
jected by the legislature in 1929 to ac- 
complish the second of these aims was 
approved at the 1930 November elec- 
tions by a vote of 152,487 to 130,901. 
This law followed “the utility district” 
idea adopted by the Oregon voters on 
the same day as described above. It 
delegated the power in these districts 
to three commissioners elected to serve 
a 3-year term without pay. This board 
must appoint a manager, fix his salary, 
and fire him when they feel such a step 
is necessary. Incidentally, this law 
gives the district power to “buy and sell 
electric current within and without the 
district,” to make power surveys, buy, 
sell, lease, or condemn lands, equip- 
ment, and water rights, render irriga- 
tion service, exercise the right of emi- 
nent domain, to levy taxes not over two 
mills on the dollar a year, and to incur 


indebtedness within certain limitations 
without the specific approval of the vot- 
ers. 


——- the arguments for and 
against the law used in the recent 
campaign, Mr. Marple says: 


“The chief arguments used for the bill 
may be briefly summarized: (1), country 
residents should have the same right as city 
people to operate and own power plants in 
order to get lower rates; (2), the power 
resources of the state should be saved for 
the people and used for service, not prof- 
its; (3), the measure is simply an enabling 
act which in itself creates no bond issues 
and levies no taxes; it is merely a club to 
hold over the power companies. 

“Against the bill the chief arguments 
used were: (1), higher taxes would result 
from forming a new taxing body and re- 
moving from the tax rolls the property of 
private utilities, which, if condemned by 
public utility districts, would be tax ex- 
empt; (2), the public utility district com- 
missioners are given extreme powers and 
can form local assessment districts and is- 
sue bonds without the vote of the people; 
(3), in Seattle and Tacoma opponents of 
the bill stated that public utility districts 
might be formed to condemn the hydro- 
electric generating plants of the municipal 
power systems of these two cities; in east- 
ern Washington opponents of the bill said 
that Seattle and Tacoma were trying to get 
control of power sites and lines in eastern 
Washington at the expense of the residents 
of that part of the state.” 


Notwithstanding these arguments, 
Mr. Marple tells us that the actual vote 
was scarcely on the merits of the bill. 
Although a copy of the bill was sent to 
each voter, according to law, it is doubt- 
ful whether these 9,000-word docu- 
ments written in obscure legal phrases 
were very widely read. The author 
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says the actual vote was not on the bill, 
but “against the private power compa- 
nies.” 

These Washington people seem to 
have an inherent distaste for monopo- 
lies. The state Constitution declares 
that “monopolies and trusts shall never 
be allowed in this state.” A law passed 
by the legislature in 1915 and again in 
1921 merely requiring public utilities, 
whether publicly or privately owned, to 
secure certificates of necessity from the 
state commission before operating, was 
defeated in every county by the people. 
Mr. Marple cites other interesting and 
specific instances to show how deeply 
the Washington voter feels about “pow- 
er trusts.” 


A FEW clumsy mistakes of the power 
companies, themselves, were re- 
vealed by the Federal Trade Commis- 
sion just in time to provide campaign 
fuel for the sponsors of the 1930 
bill. Senator Dill helped the cause 
along with a few well chosen re- 
marks over the radio. In addition to 
this, the power companies, in the opin- 
ion of Mr. Marple, overplayed their 
hand in their zeal to defeat the bill, 
thereby arousing the ever sensitive 


suspicions of the Washington voter. 
The article concluded with an analy- 

sis of the actual vote. Mr. Marple ex- 
plains the rather surprising fact that 
Seattle itself voted against the bill by 
the still more surprising statement that 
“Seattle seems to be only mildly in fa- 
vor of municipal ownership.” The 
statement is surprising in view of the 
fact that the city itself is supposed to 
have one of the most successful electric 
plants in the business. 

Mr. Marple’s last line states that 
something will soon be done in the way 
of the “third phase” of the public own- 
ership movement; to wit—the taxation 
of publicly owned plants. His words 
were prophetic. Latest news brings 
word that a bill providing for taxation 
of the gross earnings of publicly owned 
public utilities has been introduced in 
the Washington senate by request of 
the Tax Investigation Commission. 
The measure provides that every mu- 
nicipal corporation shall pay to the state 
a tax of 5 per cent of gross earnings for 
the privilege of operating. 

Pustic OwNeRSHIP MoveMENT IN WaASH- 
INGTON. By Elliot Marple. The Journal 
of Land & Public Utility Economics. Feb- 
ruary, 1931. 





A Unique Proposal to Regulate 
Newspapers as Public Utilities 


Ss was predicted in the columns of 
A Pusiic UTILITIES FORTNIGHTLY 
a few weeks ago, the bill recently in- 
troduced in the New York legislature 
to classify and to regulate newspapers 
as public utilities has given the daily 
press of other states an opportunity to 
burst forth into comment—and to point 
the editorial finger at those two out- 
spoken critics of the public utility in- 
dustry, the Scripps-Howard and the 
Hearst newspaper chains, which are 
now in danger of being themselves “put 
on the spot.” Here is a sample of the 
editorial hazing which is being meted 
out to the Scripps-Howard press by 
brother journalists of Chicago: 


“An excellent bill has been introduced in 
the New York legislature. It might ap- 
propriately be entitled, ‘A bill to give news- 
papers some measure of the medicine which 
most of them are so anxious to thrust upon 
others.’ 

“. . . Next to the Associated Press, the 
chief agency for the distribution of news 
is the United Press Association. This is 
owned by the same people who own the 
Scripps-Howard chain of newspapers. And 
the Rene iemaed chain has recently 
been arguing that milk should be defined 
as a public utility and regulated in its rates 
and in other aspects of business. 

“If milk is a fit subject for governmental 
rate regulation, so are the newspapers. To 
be regulated by the government, a business 
must be ‘clothed with a public interest.’ 
Doubtless some reasons can be advanced to 
show that this legal formula is applicable 
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to the business of distributing milk. But 
there are equally persuasive reasons for 
applying it to the business of distributing 
newspapers, since both news and advertis- 
ing have a tremendous effect on the public 
welfare. It is true that newspapers would 
be loath to see their subscription and ad- 
vertising rates brought under governmental 
regulation. But so would the selfish and 
hoggish distributors of milk object to gov- 
ernmental regulation of their prices. Let 
the public welfare receive paramount con- 
sideration, and as for a private business 
that is trying to make a living—why, pri- 
vate business be damned! 

Newspapers are mainly business- 
es for the sale of advertisins. To get ad- 
vertising at the highest rates, ‘they hunt cir- 
culation. To get the largest circulation 
many of them deliberately incite prejudice 
against various forms of legitimate and 


useful business. Particularly they urge 
drastic regulation of rates through state 
and Federal commissions. 

“It has been remarked in these columns 
now and then that it is impossible for the 
newspaper business to remain forever safe 
from the griefs it is causing to be imposed 
on other businesses. The New York bill 
is a portent. So was the recent bill of 
Governor Long of Louisiana for a heavy 
tax on newspaper advertising. There is as 
much justification for regulating and tax- 
ing the subscription and advertising rates 
of newspapers as for dealing with other 
businesses in a parallel fashion. The news- 
papers deserve a dose of their own medi- 
cine, and unless they alter their ways they 
are going to get it.” 

Now For THE Newspapers. Editorial, Chi- 
—_ Journal of Commerce. January 16, 





A New Public Utility 


in the 


Ofing —Television 


oR the last six years the manufac- 

turers and dealers in radio equip- 
ment, as well as radio editors, have as- 
sured us that “television is just around 
the corner,” but it has continued to stay 
around the corner ever since 1925, 
when television first became a reality. 
A few optimistic scientists promised to 
have a set ready for the public by 
Christmas, 1928, but Christmas of 1930 
has come and gone and we have yet to 
hear of Santa Claus putting a television 
set into anybody’s stocking. 

Nevertheless, news items again as- 
sure us that television is “just around 
the corner”; this time the predictions 
are more specific and many hardhead- 
ed and well informed business men are 
beginning to believe that this time it is 
no false alarm. 

It was David Sarnoff, president of 
the Radio Corporation of America, who 
started the ball rolling by a statement 
made to the press in January. He said: 


“In the field of sight transmission by 
radio, which is popularly called television, 
there is no longer any mystery, and I have 
no hesitancy in saying that in my judgment 
television will eventually arrive. I cannot 
say exactly when, but I am confident that 
in less than five years you will be able to 
receive images through space as well as 


you are able to receive sound through space 
at the present time.” 


Other recent testimony on this mat- 


* ter comes from A. Weston Smith, Jr., 


associate editor of The Financial 
World, writing in the issue of that 
magazine for February 11, 1931. Mr. 
Smith tells us of the great strides the 
infant science of television has made 
since the scientists fell down on their 
Christmas present for 1928. It was the 
month of July of that year that wit- 
nessed the development of the photo- 
electric cell of great sensitivity. This 
was an important milestone because it 
made possible the illumination of the 
subject by daylight, and allowed the 
photo-electric cell to “behold only one 
small area of the picture at a time.” 
This system, called “direct scanning,” 
lent itself to action at a distance from 
the lens. June, 1929, brought forth 
television in colors. 


URING the past year the radio 

movie has been developed; the 
first successful demonstration of this 
occurred when the Westinghouse Elec- 
tric television laboratory in Pittsburgh, 
Pennsylvania, actually picked up and 
reproduced a picture film which had 
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market will probably reproduce only 
still pictures, and will be operated 
separately from the sound radio be- 
cause of the fact that sound is broad- 
casted on a different wave length than 
television. 

Next will come the radio and televi- 
sion combination set. This author is 
not as optimistic as Mr. Sarnoff in his 
predictions. He says that it may safely 
be assumed, however, that television 
will become a commercial reality within 
the next decade or two. 


—F. X. W. 


How Near Is TeELevision? By A. Weston 
Smith, Jr. The Financial World. Febru- 
ary 11, 1931. 


been broadcast. Likewise, during the 
past year we have witnessed the prac- 
tical development of a television-tele- 
phone booth, called the “icomophone,” 
which has been perfected by the Bell 
Telephone Laboratories and enables 
telephone callers to look at each other 
while engaged in conversation. 

Mr. Smith compares the present sta- 
tus of television broadcasting to radio 
broadcasting back in 1915. Today we 
have less than twenty stations broad- 
casting television pictures, and an esti- 
mated “looker-in” audience of between 
15,000 and 20,000. The author warns 
us that the first popular price tele- 
vision receiving set to be put on the 
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Here is an excellent collection and brief 
analysis of nearly all important and con- 
trolling decisions on the regulation of in- 
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author takes up a number of phases of the 
subject: Driver requirements, equipment, 
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service of process on interstate drivers; cer- 
tificates of convenience and necessity for 
common carriers, taxation and insurance— 
all are given succinct consideration. 
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A short history and a comprehensive sur- 
vey of our national policy in regard to the 
development of the inland and seacoast 
waterway systems. 
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OUT OF 
THE MAIL BAG 


The Menace of Governmental 
Interference with the Utility 
and Other Industries 


I THINK that Herbert Corey’s article “What 

Federal Regulation Is Doing to the Rail- 
roads” will be very helpful to the railroads. 
Anything that emphasizes to the public the 
unreasonable and unbusinesslike regulations 
is a step in the right direction. . . Un- 
less those industries that are being regulated 
by the government and those threatened with 
regulation take some steps to champion their 
own cause and protect their interest they can 
hardly expect others to do it. One feature 
of this situation I think should be empha- 
sized in articles of this kind, that it is only 
a step from one industry to another, and 
unless this matter of business regulation by 
the government and the government in busi- 
ness is properly appraised by the people at 
this time, we may well expect to find our 
major industries either regulated or owned 
and operated by the government within a 
very few years; and those people who are 
now apparently indifferent to the situation 
at this time may find themselves interested 
too late to save themselves from the same 
unfortunate situation. 

I sincerely hope that you will be able to 
arouse the public interest to a consideration 
of this menace, not only to our business but 
our very government itself. 

H. PHETTEPLACE, 
General Manager, Clinchfield Railroad 
Company, Erwin, Tennessee. 


e 


The Spread between Production 
and Distribution in the 
Power Industry 


T the World Power Conference in Ber- 

lin in June, the Ambassador from the 
United States, Mr. Frederick M. Sackett, 
made a speech, a portion of which was given 
wide publicity in the United States and has 
attracted a great deal of attention. The por- 
tion of the speech which was most widely 
quoted was: 


“I know of no other manufacturing in- 
dustry (than the electric) where the sale 
price is 15 times the actual cost of produc- 
tion.” 


In another paragraph he gave what would 
appear to be the basis of the above ratio of 
“15 times” saying— 


“There still exists an extraordinary mar- 
gin between the cost of electricity and the 
sales price. It costs %o to %o of a cent to 
produce electricity, but it costs the con- 
sumer 6 cents. The consumer naturally 
asks Why?” 

Are Mr. Sackett’s premises correct, name- 
ly, production cost %o9 to %o of a cent and 
sale price 6 cents? 

The production cost given is apparently too 
low to be intended to cover power produced 
from fuel, and also, from later references in 
his speech, it may be assumed that he had 
water power in mind, and for the average 
price of water power the figures given would 
appear reasonable; if so the “spread” or ratio 
referred to would include transmission as 
well as distribution. 

The sale price referred to of 6 cents, how- 
ever, which Mr. Sackett evidently compared 
to %o of a cent to obtain the “spread” of 
fifteen is about the average sale price for 
domestic lighting service throughout the 
United States, and it is well known that this 
class of service is the most expensive to 
supply, and, therefore, sold at the highest 
rates. It would appear, therefore, that the 
production costs and selling prices referred to 
are not properly comparable as one is an ap- 
proximate average cost of producing all elec- 
trical energy from water power for all classes 
of service, railway, industry, lighting, and so 
on, and the other is the selling cost of the 
most expensive and highest rate class of 
service. 


ie is patent that if a sale price of 6 cents 
is to be compared with any production 
cost, it can only be compared with the pro- 
duction cost of those kilowatts sold for the 


average of 6 cents. One would not try to 
determine the ratio of sale price to cost in 
the steel industry by comparing the sale price 
of safety razor blades to the cost of steel 
ingots, or in the lumber industry by relating 
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the price of selected lumber in small quan- 
tities to stumpage prices in the forest. It 
is practically impossible to determine or even 
approximate the cost of producing only that 
part of the total energy sold that is sold for 
lighting, but information and statistics are 
available from which an average cost and sale 
price for all energy can be determined with 
a fair degree of accuracy and these two can 
then be compared. 

The average price received by the electric 
industry in the United States is approximate- 
ly 23 cents per kilowatt hour, and of the total 
energy sold at this price, only about 33 per 
cent is produced from water power, most of 
it being produced from steam electric plants 
at a cost considerably above %o of a cent. 
But even assuming an average cost for all 
power at the power plant of as low as %o of 
a cent, then the “spread” between production 
cost and sale price would be 5 instead of 15. 


I N one large electric system with which the 
writer is familiar, the average cost of 
energy from water power plants is about %o 
of a cent, but the average cost of all energy 
delivered to primary substations from trans- 
mission lines and from steam plants is about 
%o of a cent and the average price received 
about 2 cents, a ratio or spread of about two 
and one half instead of fifteen. 

Does it appear reasonable to expect even 
an approximately consistent “spread” or 
ratio between manufacturing industries sup- 
plying commodities and the electrical indus- 
try which supplies a service? 

Why should the ratio of sale price to manu- 
facturing costs be at all similar for automo- 
biles, shoes, cement, and hair pins? The 
channels of distribution and methods of sale 
are essentially different for each case, and if 
they are not comparable, with which shall we 
compare the electric industry? 


A problem is to determine the points 
in the chain of production, transporta- 
and sale which should be 
For example, 
let us try to compare electric energy from 


tion, distribution, 
selected for the comparison. 


water power with the lumber industry; this 
analogy has a certain appeal as we can 
visualize, the two natural resources in a state 
of nature, the falling water of a mountain 
stream running through a virgin forest and 
the successive steps which would be taken in 
the development of the water power, produc- 
tion, transportation, and distribution of the 


electrical energy produced and those which a 
lumberman would take in transferring the 
lumber in the growing trees to merchantable 
lumber in various grades delivered to the 
builder. If we desire to determine the ratio 
of sale price to production cost in the lumber 
industry in order to compare it to the ratio 
in the electrical industry, we would of neces- 
sity have to select points in the successive 
steps in both that would be comparable. 

This, however, would not be easy to do, but 
assuming that the selection is made and we 
found the ratio in the lumber industry more 
or less than in the electrical industry, what 
would it prove? That one industry was more 
or less efficient than the other? That the 
rates or prices in one are too high? 

It is hard to conceive that anyone would 
contend that it proved or indicated either 
conclusion because, in the first place, in one 
case we are considering a tangible commodity 
and in the other a service, and second, the 
physical and economic properties of the two 
industries are not in any sense comparable. 


I] tT would appear from the language quoted 
above that Ambassador Sackett’s main 
thought was to direct the attention of the 
delegates to the World Power Conference to 
the desirability of reducing the cost of dis- 
tributing electricity and to attract attention 
to the fact that the major part of the charge 
to electric consumers is made up of the cost 
of delivering the energy from the power plant 
to the consumer and that only a small part 
of the rate paid goes to satisfy production 
cost. To direct attention to this phase of 
the electrical business would, of course, be 
quite proper as it is most desirable that the 
public understand this as well as other phases 
of the economics of the electrical industry. 
Those in the industry are, of course, quite 
alive to the desirability of perfecting the 
technique of electrical transmission and dis- 
tribution along the most economic lines and 
have approached this problem from two main 
directions, first, reduction in cost of distribu- 
tion by standardization, design, improvement 
in efficiency of equipment, and personnel; 
second, by increasing the amount of energy 
disposed of and thus securing the lowering 
of cost which flows from the increased quan- 
tity handled. 
W. G. VINCENT, 
Vice President and Executive Engineer, 
Pacific Gas and Electric Company. 





Critics of public service commissions and courts sometimes overlook 
the fact that the trouble may lie with themselves. 


A man will sometimes kick over the furniture because he has stubbed 
his toe on it; yet the chances are it was the toe and not the furniture 


that was to blame for the collision. 


So it is possible that a case may 


be lost before a commission or a court because the case was bad and 
not because the court or commission was bad. 
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The March of Events 





Muscle Shoals Bill Is Defeated 


oNGRESS has adjourned, and almost its 

last action was to sustain President 
Hoover’s veto of the Muscle Shoals Bill 
providing for government operation. The 
President in returning the biil gave his rea- 
sons for disapproval. 

Significant among these was his statement: 
“I am firmly opposed to the government en- 
tering into any business the major purpose 
of which is competition with our citizens.” 


He presented figures to show that the gov- 
ernment could not succeed at Muscle Shoals 
without taking the business away from the 
established utilities, by cutting rates below 
the cost of production. A loss of $2,000 
annually would be sustained, according to 
the estimates presented, even to equal the 
rates of the private companies. 

The President condemned “the over-riding 
of state and local government” and suggested 
an alternative plan of joint control of a leas- 
ing system by Alabama and Tennessee. 


Arkansas 


Service Denial for Unpaid Bills 
Is Restrained 


Ae order has been issued by 
County Judge Watt Jordan upon the 
petition of consumers’ attorneys restraining 
the Camden Gas Company from cutting off 
service to Camden consumers who have not 
paid their January bills. This is the first 
legal step in a controversy between consum- 
ers and the company in regard to what con- 


sumers term “excessive and exorbitant” Jan- 
uary bills. 

Mass meetings of citizens have been held. 
The city council has been petitioned to em- 
ploy an expert meter reader and tester, and 
also to take over the utility franchise. 

The assertion is made that in many in- 
stances January bills were from 20 to 40 
per cent higher than those of January a year 
ago, although at that time the weather was 
below zero while this year the weather was 
the mildest in years. 


e 


Colorado 


Commissioner Otto Bock 
Is Displaced 


Cz. Adams has at last succeeded in 
displacing Otto Bock, according to in- 
formation furnished by John E. Benton, gen- 
eral solicitor of the National Association of 

Railroad and Utilities Commissioners, who 
states: 

“Bock has been one of the leading state 
commissioners of the country, of recognized 
progressive views. He is a Democrat. His 
term expired two years ago. Governor 
Adams is also a Democrat, but he did not 
fancy Bock. He tried to displace him with 
various other Democrats. The Republicans, 


however, controlled the senate, and they 
stood by Bock. Under Colorado law a com- 
missioner holds office till his successor is 
confirmed. By refusing confirmation to the 
governor’s nominees, the senate kept Bock in 
office through the governor’s term. 

“The governor, however, was reélected, 
and persisted in refusing to reappoint Bock. 
In the meantime his hand had been strength- 
ened. Not only was he at the beginning of 
a new executive term, but the term of Mr. 
Jones upon the commission had expired. 
Jones is one of the leading. Republicans of 
Colorado, who served long in the Colorado 
senate before he was commissioner. The 
rule of senatorial courtesy in Colorado is 
about as strong as it is in Washington. The 
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governor played his hand with the utmost 
skill. To succeed Jones upon the commis- 
sion he sent to the senate the name of Hon. 
Edward E. Wheeler, of Ouray, a Democrat 
and former member of the senate. At the 
same time he nominated Mr. Jones to suc- 
ceed Commissioner Bock. This placed the 
Republican senators, who from purely patri- 
otic motives had been sustaining Commis- 
sioner Bock in office, in a very difficult posi- 
tion. Former Senator Wheeler considered 


personally was clearly entitled to be con- 
firmed. Former Senator Jones was also. 
The Republican senators could continue to 
keep Mr. Bock in office only by voting to put 
their former Republican associate out of 
office. So the appointments were confirmed 
without debate and without delay. 

“Commissioner Bock has returned to pri- 
vate practice in Denver, with offices in the 
Symes building. The press states that he is 
being boomed for mayor.” 


e 


Conneéticut 


Mandatory Action against Com- 
mission Would Be Abolished 


EPETITION of actions by voters to compel 

the attorney general to proceed for the 
removal of public service commissioners 
would be prevented under a bill favorably re- 
ported to the assembly on February 13th by 
the judiciary committee. Some time ago one 
hundred electors under existing laws in- 
itiated a move for the removal of the com- 
missioners for “neglect of duty” by filing a 
petition with the attorney general. The at- 
torney general took the attitude that not- 
withstanding this petition he should exercise 
his discretion as to proceeding against the 
commissioners. 

The matter went into the courts and has 
been litigated for several months. Under 
the proposed law the attorney general could 
exercise his discretion and refuse to seek the 
removal of commissioners when there is not 
a sufficient basis for removal action. 

The alleged neglect of duty on the part 
of the commissioners related to the removal 


of railroad crossings. It was alleged that the 
commissioners had not compelled the railroad 
to remove crossings as rapidly as was re- 
quired by law. Another bill, which was 
favorably reported on the same date, would 
repeal the statute that now requires railroads 
to eliminate one grade crossing each year for 
every 50 miles of track operated in the state. 


¥ 


Bill to Require Rate Hearing 
Is Rejected 


BILL which would require public service 

corporations to petition the commission 
and present evidence at a hearing before in- 
creasing rates was rejected on February 13th 
by the general assembly. At present the util- 
ities can file new rate schedules increasing 
their charges, and, on complaint by those af- 
fected, the commission may inquire into the 
reasons for the change and judge as to their 
fairness or necessity. The purpose of this 
bill was to place the burden of proof for in- 
creasing rates upon the company. 


e 


District of Columbia 


Pupils’ Fares Approved 


f Yeersd directing the public utilities com- 

mission to establish reduced fares for 

Washington school children not exceeding 3 

_ was passed by Congress on February 
st. 

The House at the last session passed a bill 
fixing a flat rate of 2 cents. The Senate 
changed the measure to leave the rate fixing 
to the commission with a provision that the 
fare should not exceed one half the adult 
fare. The compromise measure was finally 
agreed upon. 


Relocation Costs Must Be Borne 
by Utility 


T= cost of altering or relocating public 


utility lines forced by the government 
building program in connection with the lay- 
ing of steam pipes from the Capitol power 
plant to the new Federal buildings under con- 
struction on Capitol Hill, must be paid by 
the public utility corporation concerned, ac- 
cording to a ruling by Controller General 
McCarl, it is reported in the Washington 
Star. This ruling was the result of a ques- 
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tion by the architect of the Capitol as to 
whether it would be proper to charge against 
appropriations made for the construction of 
the new steam tunnels the cost of the neces- 
sary alterations. The controller general said 
in part: 

cRights of way of franchises granted by 
municipalities or by state or Federal author- 
ities to public utility corporations, in public 
streets, etc., to operate their business are 
usually coupled with reservations that the 
public utility company will, upon demand of 
granting authority, vacate the street, etc., or 


relocate or divert its conduits, lines, etc., to 
meet the needs of the granting authority as 
they arise. It is understood that the fran- 
chises of public utility companies in the Dis- 
trict of Columbia are granted on such basis 
and that when the needs of the Federal Gov- 
ernment or the District of Columbia govern- 
ment so require in connection with the con- 
struction of public buildings, etc., such pub- 
lic utility companies are under obligation to 
remove, divert, or relocate their lines, con- 
duits, etc., without cost to the Federal Gov- 
ernment or the District of Columbia.” 


e 


Indiana 


Lower Rates and Dependable 
Service Are Demanded 


| ge ting ee have been filed with the commis- 
sion by the Richmond Manufacturers’ As- 
sociation asking for a revision of lighting 
and power rates of the Richmond municipal 
plant and for the establishment of a standby 
service with some outside utility. The fol- 
lowing statement, according to the Richmond 
Item, was issued by the association giving 
their views: 

“The manufacturers of this city have en- 
deavored for many months to secure for 
themselves and other affected parties an as- 
surance of continuance of electric power and 
light service. 

“We are, with only a few exceptions, en- 
tirely dependent on the local utility for pow- 
er and light and are, therefore, deeply in- 
terested in its success. 

“We are not in favor of disposing of the 
plant to any local or outside interests. 

“We are in favor of maintaining the plant 
at the very highest degree of efficiency and 
physical condition. 

“We favor further development of the 
plant based on actual or reasonably apparent 
needs. 


“We do not believe increasing the present 
plant capacity to provide standby service is 
either wise or economical and that an outside 
connection would give very much greater as- 
surance of uninterrupted service. 

“The outside interconnection can be made 
in comparatively short time as against ap- 
proximately a two years’ delay in final in- 
stallation of a new unit of sufficient size and 
at a cost of a million dollars for the city to 
provide its own standby, during which time 
the hazard of interrupted service is continued. 

“We believe the transfer of funds from 
the light plant account to the general fund 
of the city, as is now being done, is both un- 
wise and contrary to law. 

“We believe the rate charged to all patrons 
of the light plant should be based on the pre- 
vailing method of determining rates by the 
public service commission and any excess 
should be eliminated. The saving to be ef- 
fected from an outside standby service as 
compared to the cost of a new unit makes it 
apparent that a reduction in rates for all 
patrons of the light plant would result, and, 
therefore, our petition for rate reduction is 
complementary to the standby petition, apart 
and aside from any consideration of the right 
to a rate reduction under existing condi- 
tions.” 


7 


Iowa 


Creation of Utility Commission 
Is Proposed 


A™ introduced in the Iowa house pro- 
vides for the creation of a public service 
commission with power to regulate all public 


utilities except telephone companies. This 
would replace the present railroad commis- 


sion although provision is made that the 
present three railroad commissioners would 
become members of the commission with two 
additional appointees of the governor. 

The proposed commission would have pow- 
er to determine just and reasonable rates; 
to enforce standards of equipment and serv- 
ice; to establish valuation; to determine ne- 
cessity of new construction or extension of 
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facilities, and issue permits; and to audit 
and inspect accounts and books of utility 


companies. 
It is explained that telephone and commu- 


Unemployment and Politics Are 
Detrimental to Street Railways 


A= from the usual complaint of bus 
competition, unemployment during the 
past year, and franchises based on political 
influence which cause a feeling of uneasiness 
on the part of investors, were cited as causes 
of the troubles of street railways in proceed- 
ings before Judge Charles I. Dawson to de- 
termine whether a permanent injunction re- 
straining the city of Louisville from inter- 
fering with car fares should be granted. The 
Louisville Railway Company has been oper- 
ating under the protection of a temporary 
injunction. 

Figures introduced by company witnesses 
showed a total net revenue for 1930 of 
859.17 as compared with $890,826.25 for 1929, 
Fares were increased in October of 1929. 
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Kentucky 
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nication companies are excepted from the 
bill because another bill is already in the 
house to place these under the jurisdiction 
of the railroad commission. 


Operating expenses decreased from $3,932,- 
663.27 in 1929 to $3,678,379.98 in 1930. James 
P. Barnes, president of the company, testified 
that the decrease in revenues was due mostly 
to the industrial depression, although there 
was some decrease in riding because of the 
increased fares. He believed, however, that 
the increase in riding, if lower fares were 
charged, would be readily offset by a loss in 
return of a much greater percentage than 
under the higher fare. 

The company has sought to sustain its ac- 
tion in disposing of a power plant to the 
Louisville Gas & Electric Company on the 
ground that this was a profitable deal for the 
railway, which now purchases its power in- 
stead of making it. A witness for the city, 
however, contended that the company could 
produce electric current in its own plants 
cheaper than is now being obtained under 
contract from the gas and electric utility. 





Maryland 


Taxicab Insurance Is Provided 
for in Bill 


BILL has been introduced in the legisla- 
ture to require taxicab operators to pro- 
vide accident liability insurance for their 
passengers. This was an aftermath of a 
decision by the circuit court of Baltimore 
denying the authority of the commission to 


Seasonal Service Troubles 
Water Utility 


HREE fourths of the customers of the 
Scituate Water Company are summer 
residents, and this has created a situation 
with a great many difficulties, it was said at 


e 


Massachusetts 
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require public liability insurance from the 
Sun Cab Company. An appeal from the 
court decision has been pending in the court 
of appeals. 

The commission, it is said, had planned to 
seek legislation giving it authority to re- 
quire insurance. Whether this would be 
done while the present bill is pending was 
unsettled. This bill would vest regulation 
in the commissioner of motor vehicles. 






a hearing before the commission on proposed 
increased water rates in Scituate. 

Last October the company announced 
its intention to revise water rates and have 
meters installed. This proposal was de- 
nounced at a special town meeting and a 
hearing before the commission was _ se- 
cured. The proposed rates were suspended 
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in the meantime. 

The company contended that there is an 
investment of more than $700,000 and that 
the gross revenue last year amounted to 

f The company has discontinued all 
dividends. Total expenses for the year were 
estimated at 

Counsel for the company at hearings be- 
fore the commission stated that the utility 
would be willing to increase the flat rate and 
allow the metering proposition to wait. One 
of the witnesses listed two difficulties which 
he said the company encountered, namely, a 


widely scattered population and the fact that 
90 per cent of the water has to be pumped 
twice. There was also testimony that water 
users were bearing the burdens of others 
who received fire protection because the town 
is not paying a sufficient amount for the wa- 
ter used for protection against fire. 

A rate schedule approximately one half the 
prevailing charges was presented by counsel 
for the ratepayers as a substitute schedule. 
He declared his schedule would permit the 
company to show a fair profit if it would em- 
ploy proper economy in administration. 


v 
New Hampshire 


Intercorporate Control Is at 
Issue in Rate Case 


C= arguments were heard in the in- 
vestigation of the New Hampshire Gas 
& Electric Company and the Derry Electric 
Company by the commission on February 
12th. Louis E. Wyman, special representa- 
tive of the state, argued that the issue at 
stake is the power of regulation of rates and 
service. He declared that the utilities and 
the system of which they are a part objected 
to regulation and have sought to avoid it by 
intercorporate set up to permit the local 
utility to contract away its own management 
powers. He said in part: 

“The companies under these contracts pay 
to the J. G. White Management Corporation 
24 per cent of gross as management fees, 
74 per cent of the cost of all new construc- 
tion to W. S. Barstow & Company, Incor- 
porated, and commissions of 14 per cent on 
purchases to the Utilities Purchasing & Sup- 
ply Corporation. The companies are re- 
quired to give up all profits on the sales of 
appliances, a branch of the business that 
had previously earned a profit of some 
$15,000 a year. Again to further the treas- 
ury of the Associated Gas & Electric Com- 
pany the local utilities pay to employees what 
are described as wage-bonuses, script stock 
of the Associated Gas & Electric Company 
to the extent of $16,000 more during this 


period of control. However large or small 
may be the total of these drains upon the 
local treasury, it must be clear that the tide 
is running out. 

“Conceding that collective purchasing may 
result in savings, if the fair cost of the exer- 
cise of this buying power is less than 14 per 
cent, one may wonder why the profit there- 
on should be centered in a foreign corpora- 
tion for the benefit of the same individuals 
who ultimately control the stock of the local 
utility.” 

Robert G. Dodge and Robert W. Upton, 
of counsel for the companies, maintained 
that the evidence discloses that the local utili- 
ties are efficiently operated and that the earn- 
ings are less than a fair return upon the in- 
vested capital. It was stated that if the 
record discloses important differences as to 
the law, the utilities are prepared to codper- 
ate in having these questions finally deter- 
mined. Under system operation, it was ar- 
gued, the properties have been materially 
improved, reductions in rates have been ac- 
complished, and the service rendered reason- 
able and adequate. 

The intercorporate relations, it was said, 
do not warrant the implications of the speci- 
fications against the utility since the serv- 
ices rendered by the several corporations in 
the fields of management, construction, and 
purchasing are of the highest quality and 
worth more than the cost to the utilities un- 
der the management plan. 


e 


New York 


Water Power Development 
Again before Legislature 


A= on February 23rd between 
Governor Roosevelt, the St. Lawrence 
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Water Power Commission, and the Repub- 
lican leaders of the legislature marked the 
resumption of legislative consideration of 
water power development. 

State development of water power re- 
sources has been a dominant issue at Al- 
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bany for the past ten years. A commission 
was appointed last year and the report of 
the commission is before the legislators. 
The majority of the commission recommend- 
ed, as most economical, marketing of the 
current over existing lines. A minority re- 
port, however, urged transmission by a new 
company, or other state-owned lines. Bills 
have been prepared to carry out the recom- 
mendations of the commission. 

It was planned to seek the creation of a 
power authority which could begin the actual 
work of realizing the power development 
project under state auspices should the leg- 
islature approve of that principle. This au- 
thority, according to the New York Post, 
would probably be instructed to study in- 
tensively the question of transmission and 
to report to the next legislature. 


ge 
Extension of Commission 
Authority Is Advocated 


MOVEMENT has been started in the New 

York legislature to extend jurisdiction 
of the public service commission to include 
water utilities and also to permit greater 
control of motor carriers. Senator John 
Knight, Republican leader, is reported in the 
New York World as saying concerning water 
utilities : 

“In this respect the state of New York 
has not measured up to its general leadership 
in the field of utility regulation. The report 
of the legislative investigating commission, 
submitted last year, discloses that thirty- 
four states have heretofore placed water sup- 
ply companies under the supervision and 
control of public service commissions or 
analogous state instrumentalities. 

“A bill proposed to correct this serious 
omission in our public service statutes was 
introduced in the 1927 legislature. Similar 


Leasehold Question Is Again 
before Court 


ECOND appeal of the Logan Gas Com- 
pany (now Ohio Fuel Gas Company) 


A* 
from the order of the commission fixing a 
valuation on its properties for rate making 
was before the state supreme court on Feb- 
ruary 18th. The outstanding point of con- 
troversy is the valuation of the leaseholds. 


bills were also introduced in the 1928, 1929, 
and 1930 sessions. The same measure, with 
minor changes, has been introduced by Sena- 
tor Warren T. Thayer and is before the 
present legislature for consideration and dis- 
position. 

“The bill now proposed adds a new article 
to the public service law, entitled ‘Provisions 
Relating to Water.’ It applies to the sale, 
furnishing, and distribution of water for 
domestic, commercial, and public purposes, 
not including bottled water. It subjects pri- 
vate water companies to the same provisions 
of regulation and control which are now in 
force as regards other utilities. 

“No attempt has been made in this meas- 
ure to include control of municipal water 
systems, save in the respect that uniform 
accounting methods are established applying 
to municipal systems as well as to private 
water supply companies. Section 89-1 of the 
bill covers this subject, and requires the 
municipal systems to comply with the uni- 
form methods of keeping accounts, records, 
and books, prescribed by the commission, and 
to file annual reports. 

“The bill is not intended to conflict with 
the functions of the water supply and con- 
trol commission, or to affect the existing 
provisions of the conservation law relative 
to water supply.” 

The provisions of the proposed law gov- 
erning motor vehicles as to the certificates 
of convenience and necessity, safe and ade- 
quate service, just and reasonable charges, 
complaints as to rates, investigations, and 
hearings, approval of stock and bond issues, 
reorganizations, transfer of franchises, pow- 
ers of the commissions, and other general 
clauses are said to be drawn to conform to 
the same general provisions now in force 
relating to other utilities. At present there 
are some scattered provisions of the Public 
Service Law relating to motor carriers and 
the granting of certificates. 


e 
Ohio 


e 


In the first valuation the commission placed 
the total value of the gas company’s prop- 
erty at $10,845,890, about half that claimed 
by the utility. The case was sent back for 
the valuation of “Class A-1” lands. The 
commission reconsidered and finally allowed 
$850,000 as a fair valuation on this class of 
acreage, bringing the total valuation to $11,- 
687,064. The gas company then appealed to 
the supreme court contending that the value 
of this land is actually $2,000,000 
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Oklahoma 


Commission Is Restrained from 
Reducing Gas Rates 


Sg gy in natural gas rates ordered 
by the corporation commission pending 
further investigation has been temporarily 
restrained by the district court for the west- 
ern district of Oklahoma on complaint by 
the Oklahoma Natural Gas Corporation. The 
company alleged that it could not operate 
except at a loss under the rates fixed by 
the commission, which made a _ temporary 
reduction from 57 to 47 cents per thousand 
cubic feet. 

The state supreme court on February 16th 


had denied a petition of the company to post 
a supersedeas bond under which it might 
continue to collect the higher rate and make 
refunds to consumers if the lower rate should 
finally be made effective. 

Two resolutions have been introduced in 
the legislature, one calling for an investiga- 
tion of rates charged by the gas company 
and the other for inquiry into the company’s 
right to do business in Oklahoma. 

From another direction the company has 
been facing suits by stockholders who are 
attempting to throw the gas company into 
receivership for alleged failure to repurchase 
stock at par value in compliance with an 
alleged agreement. 


Oregon 


Telephone Rates Are Excessive, 
Says Committee 


HAT telephone rates in Oregon are ex- 

cessively high, unreasonable, and unjus- 
tified, was the report of a legislative commit- 
tee which investigated rates throughout the 
state during the first few days of February. 
A resolution directing the commission or its 
successor to conduct an investigation of rates 
was presented. 

This committee also sponsored a bill plac- 
ing a mandatory privilege tax of not less 
than 5 per cent on the earnings of a utility 
operating without a franchise. The commit- 
tee was of the opinion that the Pacific Tele- 
phone & Telegraph Company should not be 
permitted to conduct its business in various 
municipalities of the state without a fran- 
chise. 

During the discussions of possible rate re- 


duction, officers of the telephone company 
stated that it was not possible at this time 
to reduce rates. They stated further, ac- 
cording to the Portland Oregonian, that the 
company stood anxious and ready to obtain 
a franchise but not on “unjust or arbitrary 
terms.” They referred directly to a fran- 
chise offered by the city of Portland provid- 
ing for a horizontal cut of 25 per cent in 
rates which was voted by the people and in- 
validated by the courts. 


> 


Abolition of Commission Is 
Voted by House 


A BILL has been passed by the house abol- 
ishing the present public service com- 
mission and substituting a single commis- 
sioner. This is in conformity with a recom- 
mendation by the governor. 


e 


Pennsylvania 


vitation to appear before it at that time 
and substantiate charges he made during his 
campaign and in his last message to the leg- 
islature, but he said he would be glad “to 


Senate Investigates Commission 


N investigation of the public service 
commission and the public utilities in 
the state has been started by a board of man- 
agers consisting of nine members of the 
judiciary committee of the senate. This 
was decided upon after the first bill for an 
inquiry had been rejected. 
Governor Pinchot in a letter to Senator 
Earnest, chairman of the committee, on 
February 16th declined the committee’s in- 


appear at the proper time.” The proper 
time, according to the governor’s intimation, 
was after the committee had turned its at- 
tention to answers to a set of questions he 
submitted. 

The questions submitted by the governor 
related to comparative electric rates in cer- 
tain Pennsylvania communities with rates in 
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Worcester, Massachusetts, and Jamestown, 
New York, where a municipal plant furnishes 
the service; comparisons of bus rates; pay- 
ment of revenues to public utilities in excess 
of a fair return on the actual investment; 
outside ownership of utilities; award for 
construction work without competitive bids; 
defective equipment of water utilities; the 
rate increase of the Scranton-Spring-Brook 
Water Company; efforts to coerce voters 
working for the Pennsylvania Railroad; and 
lobbying. 

A notable list of witnesses was subpcened 
for the investigation including Mayor Mack- 
ey of Philadelphia, President of the Phila- 
delphia Council Edwin R. Cox, Ellis Ames 
Ballard and Coleman J. Joyce of the Phila- 
delphia Rapid Transit and Mitten traction 
interests, Francis B. Bracken, counsel for 
the underliers in Philadelphia, Public Service 
Commissioner James S. Benn, and General 
W. W. Atterbury, president of the Pennsyl- 
vania Railroad. 

Many, according to the Philadelphia Rec- 
ord, believed the executive was unreconciled 


7 


to an investigation in which he was not a 
dominant controlling factor, or indeed, the 
dominant factor. 

While thé senate investigation was get- 
ting under way there was also talk of a sep- 
arate investigation by the house, where Gov- 
ernor Pinchot has more influence than in the 
Senate. 

Reverend J. J. Curran, “militant pastor of 
St. Mary’s Catholic Church, Wilkes-Barre,” 
according to the Philadelphia Inquirer, tes- 
tified before the committee concerning the 
Scranton-Spring-Brook Water Company rate 
case, where the people have been up in arms 
against the rate increase permitted by the 
commission. He is quoted in the newspapers 
as saying: 

“T want to tell you now that if the su- 
perior court or any other court in the state 
or nation should hand down a decision em- 
powering the water company to collect the 
new rates, they will never be collected. 

“They may call out the state militia, call 
out the Federal troops of the United States, 
but they will never collect them.” 


Wisconsin 


Senate Votes Referendum on 


State Operation 


HE state senate, according to the United 

States Daily, has adopted a resolution 
calling for a referendum on the question of 
the state going into the electric power busi- 
ness as recommended by Governor Philip F. 
LaFollette. After approval by the house, the 
resolution would also have to be passed by 
the legislature in 1933, following which it 
would be submitted to the electorate for their 
decision at the polls in 1934. The Daily 
Says: 

“The proposed constitutional amendment 
would permit the state and its subdivisions 
to own and operate state utility corporations 
and acquire water power sites now under 
lease to private corporations until 1941. The 
amendment proposes the addition to Article 
VIII of the Constitution of a new section, 
which follows in full text: 

“For the purpose of promoting the wider 
use of light, heat, and power in the home 
and on the farm, and for the purpose of 
encouraging industrial development, the state 
and state utility corporations herein provided 
for may engage directly and indirectly in 
the production, transmission, distribution, 
purchase, and sale of light, heat, power, arti- 
ficial energy, electricity, gas and by-products 
thereof, or any such activity or any combi- 
nation of such activities, and all operations 
incident thereto, and shall have all powers 


useful in the conduct of such activities, in- 
cluding the power to acquire by condemna- 
tion any and all kinds of property; and may 
furnish all manner of service, advice, and 
counsel relating to such activities, to persons 
and corporations, including municipal cor- 
porations. 

“The legislature may, to carry out and aid 
in carrying out the activities herein provided 
for, provide by special or general laws for 
the creation of state utility corporations 
which may be controlled and directed in 
whole or in part, through stock ownership or 
otherwise, by the state or subdivisions there- 
of, and which may be granted any powers 
which the legislature may deem appropriate. 
The legislature may provide for acquisition 
by the state and its subdivisions, or any of 
them, of stocks or other securities of such 
state utility corporations, or any other cor- 
porations engaged in the activities herein 
named. To carry out the provisions of this 
section the state may issue its obligations, 
payable from any source of revenue, but only 
when the issuance of such obligations and 
the means of payment thereof have been ap- 
proved by a majority of the electors voting 
thereon in a referendum. 

“This section shall be construed liberally, 
and the power of the state and state utility 
corporations to engage in, and provide funds, 
and pledge credit for the conduct of, the 
activities herein provided for, shall not be 
limited by any other provisions of this 
article.” 


377 








The Latest Utility Rulings 





The Trend in General 


HE fortnight between February 

15th and the Ist of March was 
fairly quiet in a regulatory way. Aside 
from the unexpected revival of the 
Muscle Shoals bill, major disturbances 
in the utility world seem to have taken 
a well deserved holiday. 

Probably the most significant ruling 
made public during this period was the 
decision of the Colorado commission 
on the application of the Rio Grande 
Transport Company for a certificate to 
render store-door pickup and delivery 
service in connection with railroad serv- 
ice at various points in Colorado. Al- 
though this decision was handed down 
on January 28th, copies of it were not 
released until February 18th. 

The reason why this case merits 
more than passing attention lies in the 
fact that it reveals one of the first de- 
termined efforts of the railroads to 
“come back” in the face of automobile 
competition. 

The applicant transport company is a 
subsidiary of the Denver and Rio 
Grande Western Railroad Company. 
The system proposed to be established 
will coordinate the facilities of the ap- 
plicant transport company with those 
of the parent rail carrier for a store- 
door pickup and delivery service at 
points of origin and destination. The 
plan is not entirely new. It has been 
approved by the Texas commission in 
the application of the Texas & Pacific 
Motor Transport Company. But this is 
the first time it has been contemplated 
on such a pretentious scale. 


This move is part of the program of 
the more progressive rail lines to meet 
motor competition on its own ground. 
On December 18, 1930, Interstate Com- 
merce Commissioner Joseph B. East- 
man pointed the way in a statement be- 
fore the Senate interstate commerce 
committee when he said: 


“T think the railroads, in their own in- 
terests and in the interests of the public, 
have got to give store-door delivery, take 
the stuff to the store door and deliver it 
at the store door, and they have got to 
provide for some codperation as to that 
form of service.’ 


The Colorado commission granted 
the Rio Grande application notwith- 
standing a vigorous protest from regu- 
lar motor carriers and rival rail lines. 
It stated, in the course of its opinion: 


“Store-door pickup and delivery service 
was a major factor in granting a good 
many certificates of public convenience and 
necessity to motor vehicle carriers in this 
state. In the instant application, the rail 
carrier, without any increase in freight 
rates, is seeking through a subsidiary to 
give a similar service. If the store-door 
pickup and delivery service by motor ve- 
hicle carrier impelled this commission to 
make a finding of public convenience and 
necessity, then in our opinion a similar 
finding should be made as to a similar 
transportation service codrdinated with 
the rail carrier service. In our opinion, 
the record amply supports such a finding.” 


Commissioner Worth Allen dissent- 
ed from the opinion of his two col- 
leagues, Commissioners Jones and 
Bock. Re Rio Grande Transport Co. 
(Colo.) Application No. 1707, De- 
cision No. 3195. 


A Commission Is Not Compelled to Accept Utility Rules 
Drafted by Patrons 


= time ago, the telephone com- 
pany in Baltimore, Maryland, made 


an error in listing the names of a cer- 
tain firm of lawyers of that city in its 
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directory. The firm attempted to have 
the issue suppressed, without success. 
Then it formulated a set of regulations 
designed to eliminate or at least mini- 
mize the possibility of a recurrence of 
such errors, and asked the Maryland 
commission to approve these rules and 
impose them on the company. The 
commission refused to do so. 

The lawyers next asked the courts 
to review the order of the commission 
refusing to adopt the rules. The order 
of the commissions was attacked as 
unreasonable. 

In a recent decision, the highest 
court of Maryland has refused to re- 
view the commission’s order. In the 
first place, the court said, the order 
was not a positive order—that is—it 
did not require anyone to do anything. 
It merely announced the refusal of the 
commission itself to do as the complain- 
ants wished. How then could the com- 


mission’s order be “unreasonable” or 
“unlawful” since it did not make the 
slightest change in any existing situa- 
tion but merely maintained a status 
quo? If that were unlawful, one would 
have to assume that an “unlawful” sit- 
uation existed before the complaint 
was brought, which was obviously not 
the case. 

Again the court held, as to the merits 
of the commission’s order, that there 
is nothing so unlawful or unreasonable 
about the commission’s order of rejec- 
tion to the extent of warranting appel- 
late interference “where mere perusal 
of the suggested regulations would 
raise unreasonable doubt as to whether 
they might not involve an unduly de- 
tailed regulation of the telephone com- 
pany’s business, and an inexpedient 
definition of its responsibilities.” Bald- 
win et al. v. West et al. (Md. Ct. App.) 
No. 63. 


A Railroad Is Not Forced to Enter New Territory 


i a decision handed down on Janu- 
ary 29th, a Federal district court in 
Oregon restrained the enforcement of 
an order of the Interstate Commerce 
Commission, requiring railroads to 
build approximately 180 miles of new 
track in that state. The court held that 
the commission in the exercise of its 
powers under the Transportation Act 
(1920, § 1, paragraph 21) to require 
a carrier to provide itself with safe 
and adequate facilities for service to 


the public, and “to extend line or 
lines,’ may not require railroad com- 
panies to build new lines in the terri- 
tory not already being served by them, 
notwithstanding the finding that such 
new service is reasonably required in 
the interest of the public of that region, 
and that its expense would not impair 
the ability of the railroad to serve the 
public. Oregon-Washington Railroad 
& Navigation Co. v. U. S. of America 
et al. (U. S. D. Ct.) Equity No. 9113. 


Who Is Entitled to Hold an Indeterminate Permit? 


AN a municipal plant operate un- 

der an indeterminate permit? 
This was one of the questions passed 
upon by the Wisconsin commission in 
determining the right of two electric 
companies, and one municipally owned 
electric utility, to operate in the little 
village of Combined Locks in that state. 
The commission held that the power 


given to a municipality to own and 
operate a utility plant is not a delega- 
tion of sovereign power to a municipal- 
ity to act in a governmental capacity, 
but rather a grant of a right to the 
municipality to act in a proprietary ca- 
pacity, which is in the nature of a fran- 
chise to the extent that it permits the 
municipality to hold an indeterminate 
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permit. It also held in the same case 
that one of the privately owned utili- 
ties could not claim an indeterminate 
permit by virtue of the operations of a 
predecessor corporation which had 
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given electricity away instead of selling 
it, and which was not of the class of 
corporations which by law could receive 


a permit. Re Wisconsin Michigan 
Power Co. (Wis.) U-3954. 


e 


The Commission Cannot Regulate Private Operator 
of Public Plant 


B y the great weight of authority and 
under most state laws, regulatory 
commissions are given power to alter 
contracts fixing rates between munici- 
palities and privately owned utilities. 
On the other hand, most states do not 
give to the commission the power to 
regulate the rates of municipally owned 
utility plants. What authority, if any, 
does the commission have over the 
rates of a private utility company oper- 
ating a municipally owned plant under 
a leasing contract with the municipality 
which leasing contract fixes the rates to 


be charged? Following a precedent set 
by a superior court of Pennsylvania, 
the commission of that state has re- 
cently held that it has no jurisdiction 
even on complaint of the municipality 
owning the plant to alter rates fixed by 
such a lease. The ruling came on a 
complaint by residents of the borough 
of Lehighton, in Carbon county, against 
electric rates charged by the company 
operating in the borough. Mandour 
et al. v. Pennsylvania Power & Light 
- et al. (Pa.) Complaint Docket No. 
z. 


e 


A Laundry Is Entitled to “Manufacturers” Water Rates 


ee complaint by an individual 
consumer, such as a laundry, al- 
leging discrimination in that it was not 
given the same water rates as those al- 
lowed “manufacturers” has been held 
by the Missouri Supreme Court not to 
be a complaint of such a nature as 
would require twenty-five signers in 
order to confer jurisdiction on the com- 
mission. Accordingly, an individual 
concern, known as the Overland Laun- 
dry Company, asked the state courts to 
review an order of the Missouri com- 
mission refusing to classify a laundry 


& 


as a “manufacturer” for the purpose of 
water rates. The state courts, both 
lower and higher, sustained the laundry 
and set aside the commission’s order 
distinguishing between laundries and 
manufacturers as unjust and discrimi- 
natory. The supreme court held that 
the rate classifications filed by water 
utilities with the commission should be 
liberally rather than strictly construed 
as to consumers. State ex rel. Laun- 
dry, Inc. et al. v. Public Service Com- 
mission et al. (Mo. Sup. Ct., Div. No. 
1) No. 30541, 34 S. W. (2d) 37. 


Motor Busses Cannot Compete with Rail Carriers 
in Florida 


RECENT decision of the Florida 
Supreme Court promises to have 
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a fairly strong bearing upon the regu- 
latory problem of motor carrier versus 
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rail carrier. Some time ago, the rail- 
road commission of Florida granted to 
H. T. Pace a certificate of public con- 
venience and necessity for the opera- 
tion of a motor truck freight line be- 
tween Jacksonville and Tallahassee. 
The application had been approved by 
the Seaboard Air-Line Railway Com- 
pany, which subsequently petitioned the 
supreme court to review the commis- 
sion’s order. The rail carrier claimed 
that it was rendering adequate service 
between these two points and that the 
new certificate was not required by 
public convenience and necessity. 

In sustaining the railroad company, 
the supreme court based its decision, 
not only upon the adverse effect that 
the motor competition would have upon 
the security of the rail service, but even 


e 


intimated that a wide-awake railroad 
company can, by doing all in its power 
to serve every class of transportation 
demand, satisfy public convenience to 
the extent of foreclosing the right of 
motor carriers to compete. The sylla- 
bus of the court, in discussing the stat- 
ute under which motor carriers are 
regulated in Florida, is as follows: 


“The statute contemplates that the motor 
vehicle has its place in the general trans- 
portation system of the state, and that, 
in cases where the public is not already 
adequately served by established carriers 
either by rail or motor vehicle, and the 
public convenience and necessity demand 
it, certificates authorizing motor transpor- 
tation by bus or truck may be granted on 
application duly made in accordance with 
the statute.” Seaboard Air-Line Railway 
Co. et al. v. Wells et al. (Fla. Sup. Ct., 
Div. A) 131 So. 777. 


Depreciation Reserve Balance Need Not Be Deducted 


HE city of St. Louis, in attacking 
before the supreme court of Mis- 
souri an order of the public service 
commission fixing rates for the United 
Railways Company, insisted that the 
net balance in the depreciation reserve 
account should be deducted from orig- 
inal cost. The supreme court has ruled 
that this balance should not be de- 
ducted. 
The company had set aside $1,500,000 
a year for the depreciation reserve ac- 
count. This account had been used for 
meeting property retirements and fur- 
nishing necessary replacements. The 
argument for the deduction of the bal- 
ance was made on the theory that the 
company’s investment represented by 
original cost was diminished by the ac- 
cumulation of a depreciation reserve 
account. The court cited with approval 
a statement that the amount of orig- 
inal investment devoted to public serv- 
ice is undiminished by the accumula- 
tion of a reserve unless the reserve is 
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turned over to the investors as free 
capital to use as they please. This had 
not been done by the company under 
investigation. 

The depreciation reserve, it was 
said, is laid up against an estimated 
impending retirement of property de- 
voted to public service when it no 
longer efficiently serves that purpose, 
and necessarily implies an available 
balance which, generally speaking, and 
in this particular case, is a matter of 
bookkeeping and not a sum impounded 
or turned over to the utility for use 
without regard to the purpose for 
which its collection was authorized. 
The manner in which money collected 
for depreciation reserve is employed 
pending its actual application to retire- 
ment, according to the court, is not 
necessarily a hardship to the consumer 
unless it is used to work a duplication 
in the rate base. State ex rel. St. Louis 
v. Public Service Commission, 34 S. W. 
(2d) 507. 
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Other Important Rulings 


Bi vdage s and emergency gate 
rates for natural gas based on 
tentative data were promulgated by the 
Oklahoma commission in the case of 
the Oklahoma Natural Gas Corpora- 
tion, where it appeared that great vol- 
umes of testimony would have to be 
taken into consideration before a defi- 
nite rate could be fixed. Existing rates 
on this tentative rate base were found 
to produce approximately 19 per cent 
of the total of $14,606,708, for depre- 
ciation and return and were according- 
ly held to be excessive. The emergency 
rates will yield approximately 8 per 
cent return. Re Oklahoma Natural 
Gas Corp. (Okla.) Cause No. 10474, 
Order No. 5429. 


The Kentucky Court of Appeals has 
held that where one telephone company 
in good faith makes a request for phys- 
ical connection with another, the com- 
mission has no discretion in the mat- 
ter, and may not refuse to order the 
connection and make adequate pro- 
vision for a fair and equitable division 
of tolls; and further, that the commis- 
sion, being a ministerial body, may be 
compelled by mandamus proceedings to 
perform its duty in this regard. Rail- 
road Commission et al. v. Northern 
Kentucky Telephone Co. et al. (Ky. 
Ct. App.) 33 S. W. (2d) 676. 


The Public Service Electric Com- 
pany threatened to turn off service to 
Miss Jane Garrity, of Newark, New 
Jersey, if she did not pay her bills for 
previous service rendered. She claimed 
to have paid them and also to have re- 
ceipts to show it. She complained to 
the New Jersey commission. When the 
commission asked to see the receipts, 
however, she claimed to have submit- 
ted them to an unknown employee of 
the company who kept them, alleging 
that they had not been issued by the 
company. Upon this statement of 
facts, the commission dismissed the 
complaint as being a legitimate dispute 


between the parties that was more prop- 
erly determinable before a court of law. 
The company was ordered to continue 
service provided Miss Garrity made a 
reasonable deposit to secure payment 
of future bills. Garrity v. Public Serv- 
ice Electric & Gas Co. (N. J.) 


Increased rates asked by the United 
Telephone Company for its exchange 
at Tipton, Missouri, were granted by 
the Missouri commission. The rates 
are calculated to yield 10.6 per cent for 
depreciation and return on a reproduc- 
tion cost new less depreciation value, 
which was fixed at $34,582.68. Re 
United Telephone Co. (Mo.) Case No. 
7317. 


The California commission has ruled 
that under § 17 (a)-4 of the Public 
Utilities Act of that state, special re- 
duced railroad rates for the United 
States, state, county, or municipal gov- 
ernments may be granted and with- 
drawn at will and need not be filed with 
the commission. Calavera Rock Corp. 
v. San Diego & Arizona Railway Co. 
et al. (Cal.) Decision No. 23245, Case 
No. 2910. 


What is the procedure for bringing 
the fact that one wishes to contest an 
order of the public service commission 
to the attention of that body? Must 
one sue it by service of summons and 
complaint just as one would proceed 
against any other defendant? The su- 
preme court of Alabama, in dealing 
with this problem, has decided that it 
is unnecessary to file a bill of complaint 
against the commission or to serve it 
with a summons in order to test the 
reasonableness of an order fixing motor 
bus rates. The court held that the 
commission is ipso facto a party to an 
appeal from one of its orders, and that 
the filing by the carrier of security for 
costs is sufficient notice of an appeal 
to the commission. Alabama Public 
Service Commission v. Lindsey (Ala. 
Sup. Ct.) 4 Div. 523, 131 So. 796. 


Note.—The cases above referred to will be published in full or abstracted 
in Public Utilities Reports. 


382 











ig 
in 


yn 
st 
id 


1- 
4 
it 
it 
it 


ir 


t 


1 











Public Otltttes 
‘Reports 


COMPRISING THE DECISIONS, ORDERS, AND 


RECOMMENDATIONS OF COURTS AND COMMISSIONS 





VoLuME 1931B 
Points of Special Interest 


SUBJECT 
Holding company as party to rate case - - 


Inspection of utility records - - - - 
Division of telephone territory - - - - 
Salaries of officials - - - - - - 
Rates as affected by former voluntary reduction 

Valuation of installations on customer’s property 
Duplicate property upon purchase from competitor 
Determination of depreciation’ - - . - 
Valuation of land for future use - - . - 
Hypothetical cost of pavement over conduits . 
Payment to affiliated supply company - - - 
Jurisdiction over interstate pipe line’ - - : 
Financial responsibility of applicant for certificate 





NuMBER 1! 


20 
20 
20 


S&ERS 


63 


These official reports are published annually, in their entirety, in five bound 
volumes, with the Annual Digest, at the price of $32.50 for the set. These 
volumes, together with a year’s subscription to Pusiic UTILITIES FoRTNIGHT- 


LY, will be furnished for $42.50. 
383 














Titles and Index 





TITLES 


eae NN RTI oo ots dh nas tgra:ais vein a MaWaNG SSE SESE EARS EWSS (Mont.) 20 
ee EE I ooo ia oa cia ensign dipieawee een eess ameasaenereen ee (Wis.) 17 
IN PO EI oda casgd pusitigh raiv ous siApimin ise na wie@ erst sib greie a ame awn We (Mo.) 5 
aE I I sc a ocr dbis in iniue loi pin gd Alera ep Wai eine WAS Sea NS (Ohio) 46 
Soumner Tee Perea, Oe Tee: Co. WHGNE Go osc desc ctccdceseccsecsandiens (Tenn.) 1 
Wy ponte Beets Fe EINE CO, RO occ cis sccesccuinesisewecssiscscesevisoeuse (Wyo.) 63 


INDEX 


Certificates for pipe line carrier, 63. 


Commission jurisdiction over interstate: pipe 
lines, | 


Depreciation, accrued, 20; commutation of 
annual, 20; on present value basis, 20. 


Division of territory, 5. 


Evidence, inspection of records, 1; in valua- 
tion, 46 


Expenses, amortization of duplicate proper- 
ty, 20; officials’ salaries. 5; payment to 
supply company, 46. 

Free interexchange service, 5. 

Going value, 20, 46. 

Holding company as party in rate case, l. 

Interstate pipe lines, 63. 

Monopoly and competition, rate wars, 20. 


Natural gas rates, 20. 


Ownership of energy in stream, 17. 


384 


Parties, parent company, 1. 
Pipe lines, 63. 
Procedure, postponement, 1. 


Rates, Commission findings, 20; initial sched- 
ules, 20; natural gas, 20; telephone, 5; vol- 
untary inadequate rates, 20. 


Return, natural gas, 20; telephone company, 
46; valuation to determine, 5. 


Salaries of officers, 5. 
Telephone rates, 1, 5, 46. 
Unused property, 17, 46. 


Valuation, duplicate property acquired from 
competitor, 20; going concern value, 20, 
46; hypothetical cost of cutting pavement, 
46; installation on customer’s property, 20; 
land for future use, 46; necessity of, 5; 
property not useful, 17, 46; undeveloped 
water power, 17; undistributed construction 
costs, 46; working capital, 20, 46. P; 


Water power, ownership of energy, 17. 
Working capital, 20, 46. 


Pi 





oS 


Oormarm™s 








PUBLIC UTILITIES 
REPORTS 





TENNESSEE RAILROAD AND PUBLIC UTILITIES COMMISSION 


Thomas J. Williams, Jr. et al. 


Southern Bell Telephone & Telegraph 
Company et al. 


[Docket No. 1589.] 


Parties — Proceedings against the parent of a subsidiary operating company. 
1. A motion by a complainant against the rates of a local subsidiary tele- 
phone company for a pro confesso judgment against its parent corpora- 
tion was overruled upon a finding by the Commission that such parent 
corporation was not a necessary party to the proceeding, which involved 
purely intrastate rates of its subsidiary, p. 2. 


Evidence — Inspection of records — Subpoena duces tecum. 

2. A motion by a complainant against the rates of a telephone company 
for the issuance of a subpoena duces tecum for the procurement in evidence 
of certain records of the utility was overruled, because of the failure to 
specify the particular records desired, the voluminous character of such 
records, the necessity for the continued possession of them by the utility 
in the operation of its business, and because such records were available 
by law only to the Commission which had already instructed its represen- 
tative to investigate them, p. 3. 


Procedure — Denial of postponement — Application for continuance. 
3. A petition against the rates of a telephone utility was dismissed for 
want of prosecution, notwithstanding attempts of the petitioners to secure 
a postponement of hearings, where they had failed, after the suggestion 
of the Commission, to file an application for a continuance containing an 
affidavit stating the names of the witnesses expected, what they were 
expected to prove, when they could be present, and showing diligence on 
the part of the petitioners or their counsel to have such witnesses present, 


p. 4 
[December 29, 1930.] 
P.U.R.1931B.—1. 1 








TENNESSEE RAILROAD & PUBLIC UTILITIES COMMISSION 


| geting by certain telephone subscribers against telephone 


rates; dismissed. 


By the Commission: By order of 
the Commission dated December 12, 
1930, and served on the interested 
parties to this proceeding, this case 
was set for hearing at 10 o’clock a. M. 
on Monday, December 29, 1930, and 
notice was given the parties that all 
preliminary motions offered by either 
party would be first disposed of by 
the Commission and that after said 
preliminary motions were disposed of, 
if the Commission then considered it 
proper so to do, the Commission 
would proceed immediately with the 
hearing of the case on the merits, and 
that such proof as either party to the 
proceeding might desire to offer 
might then be submitted to the Com- 
mission so that the case might be final- 
ly determined. 

When the case was regularly 
reached for hearing on the date fixed 
by said order, George W. McCollum 
and Fred M. Williams, of Chat- 
tanooga, Tennessee, were present as 
attorneys representing the petitioners, 
and the defendant Southern Bell Tele- 
phone and Telegraph Company was 
represented by E. D. Smith, of Atlan- 
ta, Georgia. 

Thereupon counsel for petitioners 
presented to the Commission a motion 
for a pro confesso judgment against 
the American Telephone and Tele- 
graph Company, insisting that said 
company had been properly served 
with process and had not made de- 
fense within the time prescribed by 
the rules of this Commission. 

[1] On the argument of petition- 
ers’ motion for a pro confesso judg- 


P.U.R.1931B., 
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ment against the American Telephone 
and Telegraph Company, it appeared 
to the Commission that the original 
petition in this cause was filed on 
September 8, 1930, and that notice of 
the filing of said petition, together 
with copy thereof, was given by the 
secretary of this Commission, under 
date of September 11th, by letter ad- 
dressed to the president of the Ameri- 
can Telephone and Telegraph Com- 
pany, 159 Broadway, New York City, 
and that in response to said notice and 
letter of the secretary of this Commis- 
sion, the American Telephone and 
Telegraph Company, under date of 
October 7, 1930, addressed to the 
Commission a communication ac- 
knowledging receipt of said notice 
and taking the position that the rates 
in question in this proceeding are those 
of the Southern Bell Telephone and 
Telegraph Company for local tele- 
phone service in Tennessee and that 
no rates of the American Telephone 
and Telegraph Company are involved, 
since the American Telephone and 
Telegraph Company does not handle 
any local telephone traffic in Tennessee 
but does only an interstate business 
and is, therefore, subject alone to the 
jurisdiction of the Interstate Com- 
merce Commission. The American 
Telephone and Telegraph Company in 
said communication further takes the 
position that the notice to it furnished 
by the secretary of this Commission 
does not constitute legal notice or legal 
service, and said company further 
states that it is not its intention to file 
answer or enter any appearance in this 
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case unless the Commission should de- 
termine that said company should pro- 
ceed in a formal manner and file a 
plea to the jurisdiction of the Com- 
mission under a special appearance en- 
tered solely for that purpose. 

Upon consideration of the motion 
of petitioners for a pro confesso judg- 
ment against the American Telephone 
and Telegraph Company, the Commis- 
sion finds that only intrastate rates of 
the Southern Bell Telephone and 
Telegraph Company are involved un- 
der the petition in this proceeding 
and no interstate rates are involved, 
and, therefore, the American Tele- 
phone and Telegraph Company un- 
der the present status of the record 
in this proceeding is not a necessary 
party. 

It is therefore ordered by the Com- 
mission : 

That petitioners’ motion for a pro 
confesso judgment against the Ameri- 
can Telephone and Telegraph Com- 
pany, as aforesaid, be and the same ts 
hereby overruled. 

[2] Thereupon petitioners, by 
counsel, moved the Commission for 
an order directing the issuance against 
the proper officials of the defendant 
Southern Bell Telephone and Tele- 
graph Company of a duces tecum 
subpoena requiring said company to 
produce for examination by counsel 
of petitioners all “records, books, 
ledgers, bank statements, vouchers, 
cancelled checks, contracts, cash 
books, journals, or in fact all books 
and documents in any wise connected 
with the operations of defendant’s 
business in the state of Tennessee 
and/or city of Chattanooga.” 

Upon consideration of said motion 
and the argument of counsel in sup- 
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port thereof and in opposition thereto, 
the Commission is of the opinion that 
said motion is not well taken and that 
the same should be denied for the fol- 
lowing reasons, among others which 
might be assigned : 

(a) Because under the law the 
books and records of a public utility 
company are available only to the 
Commission or to its properly ac- 
credited representatives for the pur- 
pose of examination to determine 
proper rates and standards of service. 

(b) Because said motion does not 
specify any particular book, record, 
document, or other instrument to be 
brought in by the defendant in the 
event a duces tecum subpoena should 
issue. 

(c) Because the books, records, 
and documents sought to be made 
available by said motion are too 
voluminous to be required to be 
brought before the Commission for 
examination by petitioners or by rep- 
resentatives of the Commission. 

(d) Because the defendant’s busi- 
ness could not be carried on and the 
records of its operation would be de- 
moralized by depriving it for any 
length of time of the use of its books 
so that it could not keep the proper 
records of its transactions, including 
expenditures and receipts from day to 
day without said books. 

(e) Because an examination has al- 
ready been made by the engineers and 
auditors of this Commission under or- 
ders of the Commission of the books 
and records of the defendant Southern 
Bell Telephone and Telegraph Com- 
pany at its home offices in Atlanta 
since the petition in this case was filed, 
and a report of said engineers and 
auditors has been filed with the Com- 








mission and is available for inspection 
of the parties to this proceeding. 

It is therefore ordered by the Com- 
mission : 

That the motion of petitioners by 
counsel for the issuance of a duces 
tecum subpoena against the Southern 
Bell Telephone and Telegraph Com- 
pany for the production of its books, 
records, etc., as aforesaid, be and the 
same is hereby overruled. 

[3] Thereupon the Commission 
announced that its engineers and 
auditors, F. G. Proutt and Malcolm 
R. Williams, had at the direction of 
the Commission, gone to Atlanta, 
Georgia, since the filing of the peti- 
tion in this proceeding and made an 
examination of the books and records 
of the Southern Bell Telephone and 
Telegraph Company and had filed a 
report of their findings with the Com- 
mission, which was available to the 
parties to this proceeding; and the 
Commission further announced that 
if there was any particular book, rec- 
ord, or document in the possession of 
the defendant Southern Bell Tele- 
phone and Telegraph Company which 
petitioners desired and which in the 
opinion of the Commission would 
shed any light on the issues involved 
in this proceeding, that the Commis- 
sion would be glad to entertain an ap- 
plication for the production of such 
book, record, or document, but the at- 
torneys for the petitioners did not 
make any request for the production 
thereof. 

The Commission then announced 
that it would proceed to a hearing of 
the case on its merits, whereupon the 
petitioners by counsel asked that the 
hearing on the merits be postponed to 
some later day, stating that they had 
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no witnesses present and did not de- 
sire to offer any proof at this time, but 
the application to postpone was re- 
sisted by the defendant Southern Bell 
Telephone and Telegraph Company. 
The Commission then suggested to 
counsel for petitioners that if they de- 
sired to make an application for a con- 
tinuance of the case to some future 
date, they should file an affidavit in 
support of their application for con- 
tinuance, stating the names of the wit- 
nesses they expected to produce on the 
hearing, what they expected to prove 
by them, where they resided, and when 
it was anticipated the witnesses could 


be present, and also showing diligence © 


on the part of petitioners in the prep- 
aration of the case for trial and in 
their efforts to have their witnesses 
present ; but petitioners by counsel re- 
fused to file such affidavit in support 
of petitioners’ application for a con- 
tinuance, whereupon the Commission 
announced that it had no alternative 
left but to dismiss the petition in this 
case. 

However, before dismissing the 
case, the Commission announced that 
in 1923, after an exhaustive hearing 
and an appraisal of all the properties 
of the Cumberland Telephone and 
Telegraph Company in Tennessee, 
said company being the predecessor of 
the Southern Bell Telephone and Tele- 
graph Company, it had fixed a rate 
base on all of said property in the 
state of Tennessee, and that since said 
date the Commission, through its en- 
gineers and auditors, had kept in 
touch with the operations of the 
Southern Bell Telephone and Tele- 
graph Company in the state at all 
times so as to determine whether or 
not said company was making an ex- 
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cessive return on its investment in the 
state, and that after the petition in this 
proceeding was filed, as a matter of 
precaution, the engineers and auditors 
of the Commission were sent to At- 
lanta, Georgia, to make a further in- 
vestigation into the books and records 


Telephone and Telegraph Company, 
and from the report of the engineers 
recently made to the Commission as a 
result of their investigation, the Com- 
mission finds that said company is not 
earning more than it is entitled to un- 
der the law on its investment in the 





of said company to ascertain whether state of Tennessee. 

or not said company was making an It is therefore ordered by the Com- 
excessive return, and whether or not mission: 

petitioners were entitled to any relief That petition filed by Thomas J. 
in this proceeding. From the records Williams, Jr. et al. in this procecd- 
on file with the Commission, reflecting ing be and the same is hereby dis- 
the operations of the Southern Bell missed. 





MISSOURI PUBLIC SERVICE COMMISSION 


Re Inter-County Telephone Company 


[Cases Nos. 6949, 6950.] 


Rates — Telephones — Division of territory — Free interexchange. 

1. The proposal of a telephone company operating thirteen exchanges 
scattered over two adjoining counties, which had grown up on a free inter- 
exchange basis that had become discriminatory, to divide the territory in 
two exchange areas by drawing an arbitrary line coincidental with the 
county line was approved with some modifications, where a strict toll basis 
for communications between each exchange would impair the value of 
telephone service generally in that territory, p. 13. 


Expenses — Salary of official — Value of service. 
2. An item of $1,200 for the annual salary of the president of a telephone 
company was disapproved where there was no evidence that the official 
performed any active service for such compensation, p. 15. 


Return — Necessity of valuation — Telephone utility. 
3. An application of a telephone utility for increased rates was approved 
without any formal determination of value where the rates requested did 
not approach the maximum allowed by law upon any reasonable appraisal 
of the property value involved, p. 15. 





Rates — Telephones — Free interexchange. 
Statement in dissenting opinion to the effect that the continuation of so- 
called “free” service between telephone exchanges is a continuation of a 
practice discriminating against many people, notwithstanding the large 
number of subscribers benefited thereby, p. 16. 
(Porter, Commissioner, dissents.) 
[December 12, 1930.] 
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PPLICATION of a telephone company for adjusted rates and 
a division of free interexchange switching territory; 


granted with minor modifications. 


¥ 


Hutt, Commissioner: Cases Nos. 
6949 and 6950 come to the Commis- 
sion on the application of the Inter- 
County Telephone Company, here- 
after designated the applicant, for an 
increase in rental charge to its sub- 
scribers by the imposition of a level 
rate to the subscribers of the several 
exchanges in each of two areas that 
have been set up by the applicant. 
Substantially, each area comprises the 
exchanges located in the several towns 
in one county and the subscriber at 
any exchange within the area is en- 
titled to service to any and/or all of 
the exchanges within the designated 
area. What is called the east area 
comprises the exchanges at Altamont, 
Gallatin, Jameson, Coffey, and Pat- 
tonsburg, towns located in Daviess 
county. The application for increased 
rates within this area is Case No. 
6949. The west area comprises the 
exchanges at Amity, Clarksdale, Fair- 
port, Maysville, Osborn, Santa Rosa, 
Stewartsville, and Weatherby. These 
towns all are located in DeKalb 
county and the application for in- 
creased rates in this area is Case No. 
6950. 

Hearing was had in Case No. 6949 
before a special examiner of this 
Commission at Gallatin on April 18, 
1930, due notice of the hearing having 
been given to all interested parties. 
The case was reopened by the Com- 
mission on its own motion for the sub- 
mission of further testimony and the 
hearing was held before a member of 
this Commission at Maysville on July 
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24 and 25, 1930. In due course briefs 
both on behalf of applicant and pro- 
testants were filed and the case is now 
before the Commission for determina- 
tion. 

Hearing in Case No. 6950 was held 
before a member of this Commission 
at Maysville on July 24 and 25, 1930, 
due notice of same having been given 
to all interested parties. The case was 
submitted on the record and is now 
before the Commission for judgment 
and decree. 

The two cases are closely related 
both by reason of common ownership 
and operation by the applicant utility 
and because of similarity of conditions 
and proposed rate application. For 
these reasons the Commission has con- 
solidated the cases for its report and 
order. 


Facts 


Testimony on behalf of applicant 
goes to the presentation of exhibits 
showing the present fair value of the 
property of the applicant devoted to 
the public service, the income and ex- 
pense involved in the operation of the 
exchanges, the annual net revenue 
available for depreciation and return, 
the plan of intercommunication pro- 
vided for the subscribers of the several 
exchanges, the extent of the use by 
the subscribers of this system of inter- 
communication, the schedule of rates 
now effective, and the schedule of 
rates proposed. 

The rates now effective are as fol- 
lows: 











fs 
)- 
W 


d 
n 
), 
n 


rs Ww 


y 
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East AREA 
Pattons- 
(Per Mo.) Altamont Coffey Gallatin Jameson burg 
Business : 
I 555 od h y anouemnsnne meee $1.50 $2.00 $2.75(M) $2.00 $2.50 
IE 5.5. ch own 8 vce Sowa mes eer 2.75 
DEN. 5. 6.05.c~ wiccasensenwdeessee 50 50 50 50 
Residence: 

Rn en err 1.25 1.50(G) 1.25 1.50 

1.75(M) 

(ESS EE EE OE EET 50 50 50 50 
Extra charge for desk sets: 

RE i pic ouaaa ia oma seule 25 25 25 25 25 

EE eee te er ae mare 25 25 25 25 
Rural: (Per Annum) 

EE re ee 6.00 *Service stations $4.00 per year; Min- 
imum charge $32.00 for each line; 
$1.00 discount if paid on time 

Class B: 

CCT Or ORT ern 18.00 18.00 21.00 
EE shes Cah ice hin ce Sie ag 15.00 15.00 18.00 

a SEES Ee ae oe nee ner ar 

Class D: 

EOE CCE R TE EE OEE 15.00 15.00 18.00 
i oe commie eam 12.00 12.00 15.00 

One subscriber on line .............. 30.00 30.00 30.00 

Two subscribers on line ............. 15.00 15.00 15.00 

Three subscribers on line .......... 10.00 10.00 10.00 

Four subscribers on line ............ 7.50 7.50 7.50 

Five subscribers on line ............ 6.00 6.00 6.00 


(M) Metallic line. 
(G) Grounded line. 
* Same as Class A service. 


Coffey, Gallatin, Jamesport and Pattonsburg: 
Rentals due and payable on Ist day of current month and service will be discontinued 


if payment is not made on or before the 20th day of the month after having been given 
five days’ written notice by the company of its intention to discontinue the service. $1 


restoration charge. 


Altamont: 
Rural: March Ist each year in advance. 
Town: End of each month’s service. 


West AREA. 
Maysville, Osborn, 
Clarksdale, Fairport, 
Woods, Santa Rosa, Stewarts- 


Weatherby ville Amity 
Business: (Per Month) 
EE is ia nghuswsendseereassneuee $2.25 $2.25 $2.25 
BREE, he-b0cus cis nassecaekeooascees 2.00 2.00 2.25 
DEN. nw so cseneonessuapaeeasaes 1.75 1.75 2.25 
Ce Ec ala ciate act's ciate lan nies wiats 1.00 1.00 1.00 
Residence: 
ee ee een 1.50 1.50 1.50 
MOIR? 55517 cs saos nose ce bao eainid dete 1.25 1.25 1.50 
NE eines oacind boertmaniod emapecd 1.00 1.00 1.50 
IE, 5a caddie a eineemate eee ds 75 75 
Desk sets: 
aE rh 25 25 25 
EE SS ois cake aca pagia eee’ 25 25 25 
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Maysville, Osborn, 


Clarksdale, Fairport, 
Woods, Santa Rosa, Stewarts- 
Weatherby ville Amity 
Rural: “ Annum) 
EY ort a ca a Sui a eudieeeismar ruses 6.00 6.00 6.00 
Class 3 Leg Ree FOR ae ee a meneaaee 18.00 18.00 18.00 
RE. cha ceneniesas-os mogree.ceu aieweaiens 12.00 eg BMS 
I EE hac a cig 35 daisaieniee ones Meneans 15.00 15.00 15.00 
Class A: 
If subscribers furnish and maintain the instrument, wire, poles, and other necessary 
equipment. 
Class B: 


If the telephone company furnishes and maintains instrument, wire, poles, and other 
necessary equipment. 
Class C: a . , 
If the subscriber furnishes and maintains the poles, wire and other necessary equip- 
ment, and the telephone company furnishes and maintains the instrument. 
Class D: 
If the subscriber furnishes and maintains the instrument and the telephone company 
furnishes and maintains the wire, poles and other necessary equipment. 
Stewartsville and Amity: ; , 
Discount of 25¢ per telephone if paid by 15th day of current month. 
Maysville, Osborn, Clarksdale, Fairport. Woods, Santa Rosa, and Weatherby: 
Penalty of 10 per cent added if biil is not paid by the 20th day of the current month. 


The rate schedules as proposed in these proceedings are as follows: 


East AREA. 
1. General: 

Unless otherwise specified, the charges quoted in this tariff are for periods of one 
month, are payable monthly in advance, and entitle the subscriber to messages to all 
stations bearing the designation: Altamont, Coffey, Gallatin, Jameson, and Pattonsburg, 
Missouri. 

2. Rates: vis ees 
A. Within the initial rate area, namely; within the now existing city limits. 
Flat rate service: 
Class of Service—Main Stations. 
One-Party Two-Party Four-Party Extension 


Line Line Line Stations 
NEE cldisepiew tales sie win awiae $3.00* $1.00* 
EGE  Sheveeswsewwenaascs 1.75* .50* 


*25¢ additional for desk equipment. 
50¢ additional for monophone equipment. 


B. Outside the initial rate area, but within the exchange area: 
Class of Service (Service listed in paragraph 2 above). 


Main Extension 
Stations Stations Rural Service 
ee ee TSame rate as in Same rate as in $2.00* $1.00*t 


Par. 2 A above Par. 2 A abovet 
plus excess mile- 
age 
Residence ....... ees ‘Same rate as in Same rate as in 1.65* .65*t 
Par. 2 A above Par. 2 A abovet 
plus excess mile- 
age 


750¢ per 3-mile or fraction thereof. 
+ These rates are for five subscribers per line, where there are less than five 
subscribers per line, the rates are: 
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Business Residence 


NN. CN oso ow kiiSs sac cnoixtceieeaeeneusaenennees $3.00 $1.75 
PE Eon oo ord i ntenis pa peu S eae eNORwSeeasAcede 2.50 1.50 
ans inn cabenededenoSNnieeGrsea ek one 1.75 1.00 
I onc itareisig wa bene TeS ES EES 1.25 75 
*25¢ additional for desk equipment. 
50¢ additional for monophone equipment. 
3. Extra directory listings, business or residence, each ...........-.-cceceeeee cece $0.25 
4. Joint user service: 
NN a ete als ag ra 1.00 
IE occ cia ep ckca wees AREA 25ST EES Tae SERPS RS Pink aeannee mee 50 
5. Miscellaneous equipment: “ 
MS sw aaa ba ee ew NEGNAEEUACHRESW abe O NN SN AeNNCeSROReEGCS 25 
EN oa. ca cndcavnda dave eta eso anwe hea as Secnaes eeper reyes 35 
So olga Lesa cated na ecdioedannds Sensis sins PEETE IES Mena esa e Ree Sane 25 
6. Moves and change charges: 
ee ia os ta cisale yh aememageRet OAS ANd aoe meee aa wee 1.00 
(b) Change in style of instrument or change in name ............ cpap aces 1.00 
7. Service connection charge: : : 
(a) Installation of telephone, either main or party line service ...........see0% 1.50 
(b) Name change or service connection where the telephone is in place ........ 50 
(c) Installation of extension telephone ...... cee eceeceesesvessseceees soe veceees 1.00 
(d) For restoration after suspension of service for which the subscriber is re- 
SPOMBIDIE, CY .....cccrccccscveseccvceseccrssccssccsescesssvecsessocceses 1.00 
(e) For restoration after suspension of service for which the subscriber is re- 
ES NS IEE 66s cas sae 60d 6 Hows oes su oes saa wares teceukeaneseecose .50 


8. Vacation rate: 
A rate of one half of the regular rate shall be granted for full calendar months, when 


advance notice is given by the subscriber. 


9, Service station: ; 
Bill is due and payable yearly in advance. The year being, March Ist to March Ist, 


respectively. Each line will be required to pay collectively the switching rentals upon 
the whole of said rural line. If bill is not paid by the 15th day of March, written 
notice will be given and the service discontinued in five days. 


West AREA. 


1. General: 
Unless otherwise specified, the charges quoted in this tariff are for periods of one 


month, are payable monthly in advance, and entitle the subscriber to messages to all 
stations bearing the designation: Amity, Clarksdale, Fairport, Maysville, Osborn, Santa 
Rosa, Stewartsville, and Weatherby, Missouri. 


2. Rates: 
A. Within the initial rate area, namely: Within the now existing city limits. 


Flat rate service: 
Class of Service—Main Stations. 
One-Party Two-Party Four-Party Extension 


F Line Line Line Stations 
NN ons one eae $3.00* 1.00* 
I i ois wos pinnicmcvioans 1.75* .50* 


*25¢ additional for desk equipment. 
50¢ additional for monophone equipment. 
B. Outside the initial rate area, but within the exchange area: 
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Class of Service (Service listed in Paragraph 2 above) 









Main Extension } 
Stations Stations Rural Service 
Business .........e. tSame rate as in Same rate as in $2.00* $1.00*% 
Par. 2 A above Par. 2 A abovet 
plus excess mile- 
age 
RESIGGRCE .ccceseces {Same rate as in Same rate as in 1.65* .65*t 
Par. 2 A above Par. 2 A abovet 
plus excess mile- 
age 


+ 50¢ per 4 mile or fraction thereof. 


t These rates are for five subscribers per line, where there are less than five 


subscribers per line, the rates are: 


Bill is due and payable yearly in advance. 


Business Residence 
RI OE yas ahs einai da dia tale ad sraryigieeea tame gin niaiw wie $1.75 
I TUN ogc os gai cnctsreei ice eewin pswigiss s sisteamem wean 2.50 1.50 
MSN ese class ainveroing eon wile os be ROS ewe ep eE 1.75 1.00 
INE IR os Slo a en a be can raalduieca 1.25 75 
* 25¢ additional for desk equipment. 
50¢ additional for monophone equipment. 
3. Extra directory listings, business or residence, each ...........--eeeeeeeeeeceees ~ $025 
4. Joint user service: 
nc a cra oi Nn te decatin lave nua ot GDI MR ETAT UTE iale Ol eI 1.00 
EN eae Ny Ri nc els Si ai stan Svs apc aR Gdahhipae UST A Iye aaL Ona 50 
5. Miscellaneous equipment : 
IN I i a Ashe rasp a sore Soran ew reiaplere aie coe ys > ES a wisn ah 25 
ee RITTER oo) Aoi n di cvesc cv aciista nine ease diniminare Rowe Dale-euipaelawoatre a 
ST occa at oteip dh Sok sor ecb ris sia taca nD Tern RIT Wie ates RDS eee 25 
6. Moves and change charges: 
I ca a a as sia pe mala hasebe die an See eee 1.00 
(b) Change in style of instrument or change in name ...............ceeeeceeee 1.00 
7. Service connection charge: ' PF 
(a) Installation of telephone, either main or party line service ...........eeeee. 1.50 
(b) Name change or service connection where the telephone is in place ........ 50 
(c) Installation of extension telephone .............++seeeeeeeeeeees SaaeneGieks 1.00 
(d) For restoration after suspension of service for which the subscriber is re- 
MM, GOT osnsscrecscesscsesensseeneseseeeeressereecess es rccercceoese 1.00 
(e) For restoration after suspension of service for which the subscriber is re- 
SETI PUNE I oars cs Sorc ainn-a sao aenciecie vncnwav assess csesecwoneaes 1.50 
8. Vacation rate: 
A rate of one half of the regular rate shall be granted for full calendar months, when 
advance notice is given by the subscriber. 
9. Service stations: 


The year being, March Ist to March Ist, 


respectively. Each line will be required to pay collectively the switching rentals upon 


the whole of said rural line. 
notice will be given and the service discontinued in five days. 


If bill is not paid by the 15th day of March, written 


J. M. Roberts, general manager for 
the applicant company, described the 
practice of intercommunication in ef- 
fect between the several exchanges by 
which the subscriber at any exchange 
in the east area has available for his 
use without charge other than the 
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monthly rental all the telephones at all 
the exchanges in this area. It is 
shown that the total number of tele- 
phone stations thus available over 
company-owned lines in this area is 
1,841. There are in addition to this 
number interexchange arrangements 
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with other companies operating ex- 
changes in other towns in this area 
by which subscribers to applicant com- 
pany’s service have access without ad- 
ditional charge to 1,106 telephone 
stations, making a total number of 
2,947 stations available to the sub- 
scribers without charge other than 
the monthly rental. The witness said 
the applicant guarantees the sub- 
scribers access to all company-owned 
stations and agrees to continue the 
free exchange with the additional 
1,106 stations so long as the arrange- 
ment now in effect may be maintained. 
It was shown by exhibit and by 
testimony of witness Roberts that in 
the division of territory into two areas 
the towns of Santa Rosa, Fairport, 
Weatherby, and Maysville are thrown 
into the west area and that the free 
exchange arrangement now effective 
as between these towns and the town 
of Pattonsburg will be discontinued 
if the present application shall be ap- 
proved. It was stated, however, by 
the witness that as concerns the town 
of Santa Rosa, located at or near the 
division line, the subscribers at this 
exchange will be given the right to 
elect whether this exchange shall con- 
tinue in the west area as shown in the 
application or in the east area. 
Exhibit filed in the hearing in Case 
No. 6950 (the west area) shows there 
are eight exchanges company owned 
with a total of 1,643 stations and free 
toll arrangement with exchanges not 
company owned in four towns in 
or near the territory embraced in 
the west area with a total of 994 
stations, making a grand total of 
2,637 stations available to subscribers 
of applicant company without charge 
other than the monthly rental. As in 
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the east area the applicant guarantees 
its subscribers all the stations on com- 
pany-owned property and agrees to 
continue the free exchange with the 
994 stations so long as the present ar- 
rangement may be maintained. 

William K. Liggett, engineer for 
the Southwestern Bell Telephone 
Company, testified that he had made 
an inventory and appraisal of the ex- 
change property of the applicant, di- 
viding the property into the two areas. 
He also testified that he had made an 
inventory and appraisal of the toll 
property for the two areas, as one 
unit. H. P. Clark, accountant, who 
made an audit of the books and ac- 
counts of applicant company, testified 
that he had not separated the toll 
revenue and expense, but he had found 
that the division of revenue was ap- 
proximately 44 per cent to the east 
area and 56 per cent to the west area. 

Witness Liggett testified he found 
by his inventory and appraisal that the 
present fair value of the property of 
applicant used and useful in the east 
area as Of December 31, 1929, is 
$131,000. In this sum the witness 
testified he added to the item of $119,- 
454 (physical property reproduction 
cost new less deterioration) $2,946 
for general equipment, $216 for net 
additions from time of inventory, 
$3,500 working capital, $16,300 for 
going value. 

The present fair value of the prop- 
erty used and useful in the west area 
is fixed by witness Liggett at $110,- 
000, including all physical property, 
working capital, and going concern 
value. 

The present fair value of the toll 
property in the two areas is fixed by 
witness Liggett at $25,000. 








H. P. Clark, accountant for the 
Southwestern Bell Telephone Com- 
pany, testified that he had made an 
audit of the books and records of ap- 
plicant company showing the operat- 
ing revenues and expenses for the 
calendar year ending December 31, 
1929. For the east area the witness 
stated that the revenue amounted to 
$25,071, with operating expenses 
amounting to $20,298.41, leaving a 
balance for depreciation, income tax, 
and return of $4,772.59. Ona valua- 
tion of $131,000 this amounts to 3.64 
per cent. For the west area witness 
Clark testified the gross revenue for 
the year ending December 31, 1929, 
amounted to $26,302, with an operat- 
ing expense of $22,822.30, leaving a 
balance for depreciation, income tax, 
and return of $3,479.70. Ona valua- 
tion of $110,000 this amounts to 
3.16 per cent. 

Witness Clark testified that the 
audit of the toll revenues and expenses 
of applicant company for the year 
ending December 31, 1929, shows 
$11,382.41 revenue and $8,069.17 
operating expense, leaving a balance 
for depreciation, income tax, and re- 
turn of $3,313.24. Ona valuation of 
$25,000 this amounts to 13.25 per 
cent. 

Witness Clark testified that if the 
rate schedules proposed by the appli- 
cant were made effective and the ap- 
plicant should retain the same number 
and class of subscribers effective dur- 
ing 1929, the net revenue for depre- 
ciation, income tax, and return in the 
east area would be $12,208.99, which, 
expressed in percentage would be 9.32 
per cent on applicant’s valuation of 
$131,000. In the west area the ap- 
plication of the proposed rate schedule 
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would produce net revenues for de- 
preciation, income tax, and return 
$7,841.90 or 7.13 per cent on the 
valuation of $110,000 claimed by ap- 
plicant. 

Applicant offered exhibits showing 
the result of a 3-day test in each of 
the two areas in which count was kept 
of the number of intercommunication 
calls made by subscribers. In the east 
area the exhibit shows that out of a 
total of 169 business telephones 105 
telephones, or 62.4 per cent, used the 
intercommunication service, and that 
out of a total of 1,664 residence, rural 
and service telephones 680 or 40.9 per 
cent of the total, used the intercom- 
munication service. During the same 
test period there were 19,025 calls 
from all telephones, local as well as 
intercommunication, and of this total 
number of calls 11.5 per cent were 
intercommunication calls. In the west 
area for the same test period, out of 
a total of 154 business telephones 96 
telephones, or 62 per cent, used the 
intercommunication service, and out 
of a total of 1,479 residence, rural and 
service telephones 775, or 50 per cent, 
used the intercommunication service. 
During the same test period there 
were 17,493 calls from all tele- 
phones, local as well as intercom- 
munication, and of this total number 
13.9 per cent were intercommunica- 
tion calls. 

On behalf of the protestants ten 
witnesses were examined, the inquiry 
going in general to the question of the 
valuation placed by the applicant on 
the property used and useful in pro- 
viding telephonic service to the public 
in the two areas, and to the kind of 
service provided by the applicant. 
Several witnesses testified to particu- 
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lar places where the poles supporting 
the telephone lines are rotted and 
fallen to the ground, causing the wire 
to rest on fences or brush. One wit- 
ness who presented several specific 
instances of disrepair said the lines 
generally are in good condition and 
that repairs are being made from time 
to time. 

Much testimony was presented con- 
cerning inadequate service, particular- 
ly with reference to certain exchanges 
where less than 24-hour service is 
maintained. J. M. Roberts, general 
manager of the applicant company, 
admitted that in certain of the smaller 
exchanges the service was not main- 
tained from 9 o'clock at night until 
6 o'clock in the morning except for 
emergency calls. 

George Kratzer, a farmer, served 
from the Osborn exchange, testified 
to the inadequate service, particularly 
at night, from the Osborn exchange. 
He told of one instance when illness 
in the home of his brother and inabil- 
ity to get a response from the Osborn 
central made it necessary for him to 
drive to town and arouse the operator 
so the call for a physician could be put 
through the central exchange. 


Conclusions 


[1] In considering the instant case 
the Commission is confronted with a 
combination of conditions and pro- 
posed adjustments quite outside the 
considerations ordinarily involved in 
an application for rate revision. 

Applicant owns and_ operates 
thirteen telephone exchanges in two 
North Missouri counties. Eight of 
these exchanges are located in eight 
towns in DeKalb county and five ex- 
changes are located in five towns in 
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Daviess county. Daviess county lies 
immediately east of DeKalb county. 

Each of the thirteen exchanges not 
only serves the business establish- 
ments and residences located in the 
town in which the exchange is located, 
but also serves the rural community 
surrounding the town, the applicant 
owning the rural lines as well as the 
lines within the corporate limits of the 
several towns and the trunk lines by 
which all the exchanges are con- 
nected. 

Applicant also owns a network of 
toll lines connecting the several towns 
and over which toll service is provided 
at standard rates to points within the 
territory above mentioned and to 
points outside this territory. 

Since the time of the beginnings of 
telephone service in these two counties 
more than a third of a century ago 
there has been a practice of what has 
been called “free’’ communication be- 
tween the neighboring exchanges. 
The effect of this has been that the 
subscriber to one telephone exchange 
has been given the privilege of com- 
municating with the subscribers of 
certain other exchanges without any 
charge other than the monthly rental 
exacted from his local exchange. 

The telephone system in DeKalb 
county was developed under one 
ownership and the operation of the 
system continued under this owner- 
ship for many years. Recently—about 
five years ago—this county system 
was purchased by the applicant. 
While the system in Daviess county 
was developed by several individuals 
independently of each other, the proc- 
ess of consolidation of ownership pro- 
ceeded through a number of years and 
the system passed to the ownership of 
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the applicant herein at about the same 
time the purchase of the DeKalb 
county system was effected. 

With the purchase by the applicant 
of the systems in the two counties a 
broad boundary line for the applica- 
tion of the free intercommunication 
was established, and in what became 
known as the west area a level rental 
rate was inaugurated, the maximum 
monthly charge being $2.25 for busi- 
ness telephone. In what was desig- 
nated the east area there continued a 
diversity of rate, the highest being 
$2.75 a month for business sub- 
scribers to the Gallatin exchange and 
the lowest being $1.50 a month for 
business subscribers to the Altamont 
exchange. 

In general, the free intercommuni- 
cation service has been restricted to 
the area in which the particular ex- 
change is located, but certain ex- 
changes located near the dividing line 
separating the two areas have been 
given the free intercommunication 
privilege. Thus Pattonsburg, in the 
east area, was granted free communi- 
cation with Santa Rosa, Weatherby, 
Fairport, and Maysville, all located in 
the west area, and each of these ex- 
changes has been granted a like privi- 
lege with Pattonsburg. 

Applicant now asks the recognition 
of an arbitrary line of cleavage be- 
tween the two areas, using the 
Daviess-DeKalb county line for this 
purpose. The only exchanges par- 
ticularly affected by this arrangement 
appear to be those of Santa Rosa, in 
the west area, and Pattonsburg, in the 
east area. 

It is the contention of applicant 
that there is a natural community of 
interest between the subscribers to the 
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several exchanges in each area, each 
area being in effect the approximate 
confines of one county with the ex- 
change at the county seat being the 
logical center of the community of 
interest and the exchanges located at 
other points within the county pro- 
viding the communicating media by 
which this community of interest may 
be served. 

Because of this normal and natural 
community interest and the develop- 
ment of its frequent interchange of 
communication by reason of the long- 
established free exchange of com- 
munication facilities, it is asserted that 
the community is best served by the 
continuation of the free exchange 
practice and the distribution of the 
cost for such free exchange equally 
to all subscribers through the imposi- 
tion of a level monthly rental charge 
to all subscribers just as though the 
several exchanges were in fact trunked 
into one central place. It is suggested 
by counsel for applicant that the only 
alternative to this proposal will be the 
discontinuance of the free intercom- 
munication system now effective and 
the substitution therefor of standard 
toll charges between the several ex- 
changes. 

The Commission recognizes that the 
so-called “free” service is a misnomer ; 
that there can be no such thing as a 
“free” service. Either the cost of 
such service must be paid under a 
schedule of individual toll charges 
against each individual call or the cost 
must be merged into the general oper- 
ating expense of the telephone system 
and become a part of the charge made 
against the telephone station. In this 
instant case the Commission must de- 
termine if there is convincing evidence 
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sustaining the contention of the ap- 
plicant that there is such community 
of interest within each of the two 
areas as to justify the imposition of a 
level rental charge against each tele- 
phone subscriber, regardless of the 
particular exchange with which he 
may be connected, to meet the operat- 
ing costs inclusive of the cost of inter- 
communication. 

In support of its contention that 
this community of interest exists and 
is served by the system of intercom- 
munication, applicant presents ex- 
hibits showing the results of test 
periods in each area. These tests 
were for three days and were made 
by what is called peg count. In the 
east area it was shown that 62.4 per 
cent of the business telephones used 
the intercommunication service and 
that 40.9 per cent of the residence, 
rural and service telephones used the 
intercommunicating service. It also 
showed that 11.5 per cent of all calls 
by all classes of telephones were di- 
rected to the intercommunication 
service. The count in the west area 
disclosed approximately the same per- 
centage of use of the intercommuni- 
cation system as that detailed in the 
test in the east area. 

The Commission is of the opinion 
that the subscribers of applicant com- 
pany will be better served through the 
continuance of the intercommunica- 
tion service at a level monthly charge 
than they would be by the inaugura- 
tion of a system of toll charges. We 
believe the division of the entire sys- 
tem into two areas is a fair division 
of territory into its two natural com- 
munities, and the division so made is 
in general approved. Exception is 
made in that there should be provided 
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free intercommunication between 
Santa Rosa and Pattonsburg. 

[2, 3] It is the contention of ap- 
plicant that the present fair value of 
the property used and useful in the 
east area is $131,000. This is sup- 
ported by inventory and appraisal 
made by an engineer of recognized 
standing and ability. For the west 
area the inventory and appraisal of 
the property used and useful in the 
service there provided was made by 
the same engineer and he fixes the 
present fair value at $110,000. The 
present fair value of the property 
used and useful in the exclusive toll 
business in both the east and the west 
areas is fixed at $25,000, making the 
assumed present fair value for all 
property of the applicant in the two 
areas $266,000. The Commission at 
this time neither affirms nor denies the 
accuracy of this valuation for reasons 
hereinafter indicated. 

An audit of the books and records 
of applicant company for the calendar 
year ending December 31, 1929, 
shows net revenue for depreciation, 
income tax, and return in the east area 
of 3.64 per cent on the assumed value 
of the property; a net revenue for de- 
preciation, income tax and return of 
3.16 per cent in the west area, and a 
net revenue for depreciation, income 
tax and return of 13.25 per cent on 
toll property. 

The audit discloses that L. H. 
Roberts, president of the applicant 
company, has been paid an annual 
salary of $1,200, but the record does 
not disclose that Mr. Roberts per- 
forms any active service to justify 
this expense. This item will not be 
allowed. 

Consolidating the valuations for 








the east and west areas and for the 
exclusive toll property, there is a total 
valuation of $266,000. After deduct- 
ing the $1,200 paid to L. H. Roberts, 
it is shown that the net annual revenue 
under the present rates from all 
sources will be $12,766, or 4.8 per 
cent available for depreciation, in- 
come tax, and return. The net 
revenue under the proposed schedule 
will be $24,664, or 9.24 per cent avail- 
able for depreciation, income tax, and 
return. 

Under the decisions of the courts an 
allowance of 5 per cent for deprecia- 
tion, 1 per cent for income tax, and 
7 per cent for return on the present 
fair value of the property devoted to 
the public service by a telephone util- 
ity is not unreasonable. The evidence 
in this case shows that even if the 
present fair value of the property 
were reduced from the $266,000 
claimed by applicant to $200,000, the 
anticipated net revenue under the pro- 
posed rate schedule would not be suffi- 
cient to produce 13 per cent for de- 
preciation, income tax, and return. 

The Commission recognizes that 
reproduction new less depreciation is 
but one element of value to be given 
consideration in determining the pres- 
ent fair value of public utility prop- 
erty, and it does not accept as con- 
clusive the value claimed by applicant. 

It is the opinion of the Commission 
that the rate schedule herein proposed 
will not be excessive and should be 
approved. 

The evidence in this case discloses 
certain inequalities in the service 
rendered the subscribers. In at least 
two instances it was shown that only 
part time service is being given, only 
emergency calls being answered from 
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9 o'clock at night until 6 o’clock the 
following morning. In view of the 
fact that a level monthly rate is being 
charged so that every subscriber pays 
the same charge, there can be no ex- 
cuse for any curtailment of service 
at any exchange. The applicant will 
be required to give full 24-hour serv- 
ice at all exchanges involved in this 
proceeding and it will be required to 
exert every possible effort in behalf 
of a program that shall provide for 
every subscriber exactly the same 
class of service. 

The Commission will retain full 
and complete jurisdiction of the sub- 
ject matter and the parties to this pro- 
ceeding and if at any time it appears 
to this Commission desirable so to do 
an appraisal of the property of the 
applicant will be made by the Com- 
mission engineers and an audit of the 
books and records of the applicant 
will be made by the Commission ac- 
countants to determine present fair 
value of the used and useful property 
of the applicant on which to base a 
schedule of rates and charges to be 
assessed against the patrons of the 
applicant. 


Stahl, Chairman, and Hutchison, 
Commissioner, concur ; Ing, Commis- 
sioner, concurs in result; Porter, 
Chairman, dissents in separate opin- 
10n. 


PorTER, Commissioner, dissenting : 
I am not in accord with the principle 
adopted in these cases. The com- 
panies are entitled to the increases in 
gross revenues as found in the ma- 
jority report. The continuation of 
the so-called free service between ex- 
changes is a continuation of a practice 
which discriminates against many of 
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the people. There were large groups 
of people protesting any increases and 
likewise protesting against discon- 
tinuance of the interchange service. 
It is true that the record shows that 
a large percentage of the customers 
availed themselves of this toll service. 
However, many could pay a toll 
charge in addition to a reasonable ex- 
change rate and would not pay as 
much for their service as is now de- 
manded for exchange rental with un- 
limited toll service between the ex- 
changes. The continuance of this 
practice means that a large number of 
these people are paying for the serv- 
ice furnished to others whose busi- 


ness or social obligations require 
much telephoning. In my opinion, 
the correct solution of the problem 
would be the maintenance of a lower 
exchange rate and the installing of a 
toll charge for service between the 
exchanges. 

I also am not in accord with the 
report’s refusal to allow the $1,200 
per annum to the president of the 
company. The president and the gen- 
eral manager, between them, draw a 
salary of $4,800. This is not exces- 
sive for the executive work of a prop- 
erty of this size, and in my opinion 
it is a managerial question as to how 
the company desires to divide it. 





WISCONSIN RAILROAD COMMISSION 


Re Flambeau Power Company 


[WP-381.] 


Valuation — Property not useful — Water power development. 





1. Lands owned by a company applying for a permit to develop water 
power but not necessary for the developed project; that is, lands other 
than flowage lands and those upon which the dam, power house, and 
other necessary structures are to be located, are not included in a valua- 
tion in connection with the application, p. 18. 


Valuation — Undeveloped water power. 
2. No allowance was made for the undeveloped water power, exclusive 
of the value of land, in a valuation in connection with the grant of a per- 
mit for construction and operation of a dam in a river, p. 18. 

Water power — Ownership of energy. 
3. The energy which resides in falling water which cannot be captured by 
means of a dam across a stream, is not a property right appurtenant to 
the riparian lands, but is appurtenant to the dam, which can only be con- 
structed by permission from the state, p. 18. 


[September 17, 1930.] 
A PPLICATION for a permit to construct, operate, and main- 
tain a dam; pernut granted. 
P.U.R.1931B.—2. 17 





By the Commission: The appli- 
cation of the Flambeau Power Com- 
pany for a permit to construct a dam 
in the north fork of the Flambeau 
river in that part of section 11, town- 
ship 39 north, range 2 west, Price 
county, Wisconsin, described as fol- 
lows: Southwest quarter of the 
southwest quarter, government lots 
4 and 5, and that portion of govern- 
ment lot 1 lying and being west of the 
north and south one-quarter line in 
said section; pursuant to the pro- 
visions of Chap. 31 of the Wisconsin 
Statutes, came on to be heard in the 
office of the Commission in the city 
of Madison on the 22nd day of April, 
1930, pursuant to due and statutory 
notice. The appearances were: 

E. P. Sherry, President, Milwau- 
kee, and Guy Waldo, Park Falls, for 
Flambeau Power Company; V. D. 
Anderson, Park Falls, Frank Stein- 
dorf, Park Falls, and John Donahue, 
Park Falls, appearing in own behalf. 

From the application, as amended, 
it appears that the purpose of the pro- 
posed dam is to develop power to be 
leased for a term of years to the 
Flambeau Paper Company, a Wiscon- 
sin corporation; that the maximum 
height of the headwater will be at 
elevation 1,426.40 feet above sea 
level, which elevation is 26.26 feet 
below Railroad Commission bench 
mark 330 located at the Pixley dam; 
that the height of the dam will be 
19.50 feet above the present water 
level at the dam site; that the tail 
water level will be lowered to eleva- 
tion 1,406.40; and that the approxi- 
mate amount of hydraulic power that 
the proposed dam is capable of de- 
veloping for 50 per cent of the time 
is 1,900 theoretical horsepower. It 
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further appears that the dam site and 
most of the flowage lands necessary 


are owned by the applicant. Bench 
marks will be established by the Com- 
mission in order to record the eleva- 
tions recorded herein. 

The application contains the several 
proposals required by § 31.09, and 
pursuant to subsection (1) of said 
section, the Commission has valued 
the dam site and all flowage lands, 
and all other flowage rights and prop- 
erty necessary for the purposes set 
forth in the application for the per- 
mit, whether the same or any part 
thereof are owned by the applicant or 
not, and has found the value thereof 
rendered ready for use to be the sum 
of $26,000. 

[1, 2] Lands owned by the appli- 
cant company, but not necessary for 
the developed project, that is, lands 
other than flowage lands and those 
upon which the dam, power house, 
and other necessary structures are to 
be located, are not included in the 
above value. Neither has the Com- 
mission made any allowance for the 
undeveloped water power, exclusive 
of the value of the lands. 

[8] The Commission states as its ' 
opinion that the energy which resides 
in falling water and which cannot be 
captured, except by means of a dam 
across the stream, is not a property 
right appurtenant to the riparian 
lands, but is appurtenant to the dam, 
which can only be constructed by per- 
mission from the state. 

Now therefore, upon the applica- 
tion and upon all the evidence and 
records of this proceeding, the Com- 
mission hereby makes the following 
findings : 

1, That the application fully com- 
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plies with the requirements of Chap. 
31 of the Wisconsin Statutes. 

2. That upon receipt of the appli- 
cation herein, the Commission fixed 
a time not more than eight weeks 
thereafter, and the place at the office 
of the Commission in the city of 
Madison for a public hearing thereon ; 
that due notice of such time and place 
for hearing was given the applicant, 
and that the applicant caused a notice 
of such time and place to be published 
once each week for three successive 
weeks in the Park Falls Herald, a 
weekly newspaper designated by the 
Commission and published in the city 
of Park Falls, Price county, Wiscon- 
sin, within which county are situated 
all the lands that will be affected by 
the proposed dam; that not less than 
twenty days prior to such hearing, 
the applicant mailed to each and every 
person interested in any lands that 
would be affected by said dam and 
whose post office could by due dili- 
gence be ascertained, a notice of the 
time and place set for such hearing, 
which notice was accompanied by a 
general statement of the nature of the 
application, and was forwarded to 
each such person by registered mail 
in a sealed and postpaid envelope 
properly addressed ; and that proof of 
such publication and notice was filed 
with the Commission at the time of 
said hearing. 

3. That thereafter said hearing 
was duly held in accordance with said 
notice, and the Commission did take 


evidence offered by the applicant and 
other persons in support of the appli- 
cation, as well as in opposition there- 
to, and that all parties in interest were 
given an opportunity to be heard. 

4. That the value of the fee title 
to the dam site and to such flowage 
lands as have been acquired in fee by 
the applicant and the value of all 
other easements, flowage rights, and 
other property necessary for the pur- 
poses set forth in the application for 
the permit, regardless as to whether 
or not all of such dam site and flow- 
age lands, rights, easements, and 
other property are owned by the ap- 
plicant, is the sum of $26,000. 

5. That the construction, opera- 
tion, and maintenance of the proposed 
dam will not materially obstruct exist- 
ing navigation or violate other public 
rights, and will not endanger life, 
health, or property. 

And hereby there does issue and is 
granted to the applicant, the Flam- 
beau Power Company, the permit pro- 
vided for by subsection (3) of § 
31.06 of the Wisconsin Statutes, for 
the construction, operation, and main- 
tenance of a dam in the north fork 
of the Flambeau river in the south- 
west quarter of the southwest quar- 
ter and in government lots 4 and 5 
and that portion of government lot 1 
lying and being west of the north 
and south one-quarter line, all in sec- 
tion 11, township 39 north, range 2 
west, Price county, Wisconsin, as de- 
scribed herein. 
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MONTANA PUBLIC SERVICE COMMISSION 


Re Bowdoin Utilities Company 


[Docket No. 1049, Report & Order No. 1577.] 


Rates — Reasonableness — Voluntary inadequate rates. 

1. A Commission, in passing upon the reasonableness of a proposed rate 
of a natural gas utility, must be governed by the provisions of the stat- 
ute creating it and subordinate to constitutional guarantees against con- 
fiscation of property, regardless of the fact that the utility had of its own 
accord previously placed into effect a rate insufficient to pay out-of-pocket 
expenses, and upon which numerous consumers were induced to take its 
service, p. 26. 


Rates — Reasonableness — Voluntary inadequate rates. 
2. A utility has the right to establish rates below the plane of just and 
reasonable rates for the purpose of promoting some policy of its own, 
provided, of course, that it does not imperil its ability to render adequate 
service, and even though it could not be compelled by the Commission to 
make such reductions, p. 26. 


Rates — Schedules — Rate change — Initial rate. 
3. A proposed rate increase by a natural gas utility from 15 to 75 cents 
per thousand cubic feet was held to be a “rate change” requiring Com- 
mission approval as to reasonableness, and not an “initial rate” not re- 
quiring such scrutiny where the former rate, although unusually low and 
the result of a rate war with a competing utility, had been duly filed 
with the Commission, p. 27. 

Rates — Duty of the Commission — Proposed rate increase — Findings. 
4. The Commission may not reject a rate increase proposed by a utility, 
presumably in good faith, without an affirmative finding that it is un- 
reasonable, notwithstanding the conterition oi protestants that existing 
rates should be continued in effect as tentative or emergency rates pend- 
ing the accumulation of sufficient data upon which to base accurate find- 
ings, p. 27. 

Service — Prospective density of service — Community population — Gas. 
5. Prospective natural gas service for a community was estimated upon 
a basis of one meter for a trifle over four residents, p. 30. 


Valuation — Going value — Necessity for separate allowance. 
6. No specific additional sum was allowed for going concern value of a 
natural gas utility whose properties had been valued on the basis of re- 
production cost new less depreciation in which due consideration had been 
given to general allowances for overhead expenses, organization expenses, 
and business development costs, p. 37. 

Valuation — Installations on customer’s property — Discrimination between old 

and new customers. 

7. A natural gas utility was permitted to pass the value of customer 
service and house piping installed by the utility at its own expense under 
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its former practice into its rate base as property used in public service, 
notwithstanding the fact that it had subsequently discontinued such prac- 
tice and now required customers to bear the cost of their own installations, 
where the Commission’s uniform rules did not forbid either practice and 
the discrimination between the old class and new class of customers was 
not sufficient ground for disallowing the increase, p. 38. 


Valuation — Duplicate property acquired from competitor. 
8. A natural gas utility was not permitted to earn a return upon its in- 
vestment in duplicate equipment acquired from a former competitor, which 
became unnecessary after such consolidation, even though it was not 
permitted as an alternative to amortize the loss in such abandoned prop- 
erty over a period of years against operating expenses, p. 40. 


Expenses — Amortization of duplicate property acquired from competitor. 
9. A natural gas utility was not permitted to amortize against operating 
expenses over a period of years, the value of duplicate equipment acquired 
from a former competitor which became unnecessary after such consolida- 
tion, p. 40. 

Valuation — Working capital — Billing practice — Natural gas utility. 
10. An allowance of $4,000 was made for cash working capital require- 
ments of a natural gas utility, having a total rate base of $622,606, where 
the revenues from monthly billing to the utility’s retail consumers were 
available to the utility before it was under the necessity of settling with 
its wholesale supply company, p. 42. 

Depreciation — Accrued — Observation or inspection. 
11. Actual depreciation is to be determined by the so-called observation 
or inspection method, p. 42. 

Depreciation — Computation of annual allowance — Life tables. 
12. The annual allowance for depreciation should be determined by re- 
sort to life tables, p. 42. 

Depreciation — Amount allowed — Present value basis — Natural gas utility. 


13. An allowance of 8 per cent of all physical depreciable property of a 
natural gas utility, to be computed on the basis of present value, was 
made for depreciation, p. 42. 


Return — Percentage allowed — Natural gas utility. 


14. A rate of return not to exceed 8 per cent on the present fair value 
of a natural gas utility’s property was held reasonable, p. 42. 





Monopoly and competition — Rate wars — Natural gas utilities. 
Discussion of the history and economically disastrous consequences of a 
rate war between two natural gas utilities, p. 24. 

Rates — Unreasonableness of 500 per cent increase. 


Statement in dissenting opinion that a natural gas rate increase of 500 
per cent for a vast majority of the consumers, in less than one year’s 
operation, is wholly unreasonable and unjustifiable, placing an unneces- 
sary burden upon the consumers, p. 45. 


(Younc, Commissioner, dissents.) 
[November 26, 1930.] 
P.U.R.1931B. 21 
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A PPLICATION of a natural gas utility for increased rates; 


granted. 


APPEARANCES: John C. Benson, 
Attorney, Minneapolis, N. A. Cobb, 
Attorney, Minneapolis, Frederick R. 
Gamble, Treasurer, Minneapolis, Cecil 
W. Smith, Engineer, Minneapolis, J. 
H. Forster, Attorney, Malta, for the 
respondent, Bowdoin Utilities Com- 
pany; R. S. McKellar, Attorney, 
James T. Shea, Attorney, and John 
M. Kline, Attorney, Glasgow, Fred C. 
Gabriel, Attorney, Malta, for the pro- 
testants ; and Francis A. Silver, Coun- 
sel, Fred E. Buck, Chief Engineer, 
and Russell D. Miller, Auditor, for 
the Commission. 


By the Commission: The Bow- 
doin Utilities Company (hereinafter 
termed the Utility), owner and oper- 
ator of a natural gas system serving 
the cities of Glasgow and Malta and 
the town of Hinsdale, Montana, filed 
with the Commission, pursuant to § 
3891, Revised Code Mont. 1921, sep- 
arate tariffs, in all respects identical, 
stating rates for natural gas service 
in the communities mentioned, as fol- 


lows: 
Domestic Gas Rate 


First 3,000 cu. ft. ... 75¢ per 1000 cu. ft. 
Next 3,000 cu. ft. ... 65¢ per 1000 cu. ft. 
Next 94,000 cu. ft. ... 45¢ per 1000 cu. ft. 


Next 200,000 cu. ft. ... 40¢ per 1000 cu. ft. 
Next 200,000 cu. ft. ... 30¢ per 1000 cu. ft. 
Minimum bill: $2 per month. 


Prompt payment discount: None. 


Commercial Heating Rate 


30¢ per 1000 cubic feet for consumers who 
will use a minimum of one and one-half 
million cubic feet per year. 

Minimum bill: One and a half million 
cubic feet per year. 

Prompt payment discount: None. 


Our concurrence therein—a prere- 
quisite to their becoming effective—is 
requested. 


> 
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The schedules in effect at the time 
of the filing of said tariffs provided 
for a flat rate of 15 cents (net) per 
thousand cubic feet. 

Upon the filing of the proposed 
rates, the Commission gave due no- 
tice to the interested communities, 
granting twenty days within which to 
file objections. As a result thereof 
the communities affected, acting 
through their governmental officers, 
civic clubs, and individual consumers, 
lodged with the Commission emphatic 
protests against the proposed advance. 
Thereafter, on April 26, 1930, the 
Commission duly notified the Utility 
that it would hold a public hearing at 
Glasgow on May 27, 1930, at which 
time the Utility would be required to 
justify the said schedules and each of 
them, at which time evidence bearing 
upon their reasonableness would be 
received from the protestants and all 
other parties having an interest. At 
the same time—April 26th— the Com- 
mission ordered the utility to furnish 
the Commission with a detailed inven- 
tory of its property, used and useful, 
devoted to the natural gas service in 
the territory involved, a detailed state- 
ment of its capital expenditures, op- 
erating revenues and expenses, and a 
rate study exhibiting the manner in 
which the schedules were constructed. 
On May 17, 1930, the Utility submit- 
ted a rate study, a general inventory 
of its property, and a statement of 
plant and property as of March 31, 
1930, plus cost estimated to complete. 
These will be adverted to later. Deem- 
ing the general inventory insufficient, 
the Commission instructed its chief 
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engineer to make a field inventory and 
valuation of the properties; also, our 
auditor was commissioned to audit the 
Utility’s books. This course neces- 
sitated that the public hearing set for 
Glasgow on May 27th, be vacated, 
whereupon the utility applied for a 
temporary or emergency schedule of 
rates to remain in effect until such 
time as a public hearing was had in 
the matter and the Commission’s de- 
cision rendered herein. The rates sub- 
mitted as a temporary schedule, which 
were approved by the Commission aft- 
er preliminary investigation without 
prejudice to its ultimate finding here- 
in, are as follows: 


Domestic Rate 
cu. ft. per month, 40¢ per 
cu. ft. per month, 35¢ per M. 
cu. ft. per month, 33¢ per M. 
Next 100,000 cu. ft. per month, 29¢ per M. 
Next 550,000 cu. ft. per month, 25¢ per M. 
All additional cu. ft. per month, 20¢ per M. 
Minimum bill: $1.50 per month. 
Prompt payment discount: None. 


First 25,000 M. 


Next 25,000 
Next 50,000 


Commercial Heating and Cooking Rate 

(Available to consumers whose annual gas 
consumption on one premises is in excess 
of 1,500,000 cubic feet of gas) 
First 200,000 cu. ft. per month, 30¢ per M. 
Next 400,000 cu. ft. per month, 25¢ per M. 
Next 400,000 cu. ft. per month, 22¢ per M. 
All over 1,000,000 cu. ft. per 

WINE Shido sc occcseveccaaseess 19¢ per M. 


Minimum bill: $1.50 per month. 

Prompt payment discount: None. 

These temporary rates became ef- 
fective June 15, 1930, and are the 
present rates. They are the same rates 
that are effective in the cities of Havre 
and Chinook, Montana, and the town 
of Saco. 

Upon completion of our chief engi- 
neer’s inventory and valuation and 
our auditor’s report, copies of each 
were sent to counsel for objectors and 
to the utility. These were sent more 
than a month preceding the final hear- 
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ing so as to permit the interested par- 
ties ample time to study same. 


Preliminary History 


In addition to the general outline of 
the history of these proceedings as 
above stated, it is necessary to a com- 
plete understanding of the situation 
that events prior to the submission of 
the tariffs now before us be briefly 
recited, as they appear from the rec- 
ord. 

On April 9, 1923, the city of Glas- 
gow, pursuant to the vote of its elec- 
torate at the regular annual municipal 
election held on April 2, 1923, issued 
its franchise to the Bowdoin Oil & 
Gas Company authorizing said com- 
pany for a period of thirty-nine years 
to “erect, construct, maintain, and op- 
erate a complete plant for the manu- 
facture and distribution of artificial 
gas and natural gas and for the piping, 
distribution and selling of artificial 
gas and natural gas’ within the cor- 
porate limits of the city of Glasgow, 
Montana,” with the right to excavate 
and lay pipes in and through its 
streets, alleys, and public places. So 
far as this record shows, nothing was 
done by the Bowdoin Oil & Gas Com- 
pany toward the exercise of its fran- 
chise rights. However, on July 10, 
1929, it executed its assignment of its 
interest in the franchise to the Mon- 
tana-Dakota Utilities Company, a cor- 
poration, which agreed in the instru- 
ment of conveyance as a condition 
thereof that it would “proceed to con- 
struct within the city of Glasgow, gas 
mains, pipe lines, and appliances and 
to complete the construction of the 
same so as to be able to furnish gas 
for heating purposes to the inhabi- 
tants of said city before the expira- 








tion of the year 1930.” Approximate- 
ly six weeks prior to the date of the 
assignment, the citizens of Malta vot- 
ed a gas franchise to the Montana- 
Dakota Utilities Company and pursu- 
ant thereto the city council of Malta 
on May 27, 1929, passed the requisite 
franchise ordinance. Subsequently, 
the Montana-Dakota Utilities Com- 
pany changed its corporate name to 
Bowdoin Utilities Company. Thus it 
appears that the applicant herein for- 
mally entered the field in May and 
July, 1929, at Malta and Glasgow, re- 
spectively, although, as will later ap- 
pear, it did not commence the actual 
distribution of gas in Malta and Glas- 
gow until November and December, 
1929, respectively. Hinsdale, an un- 
incorporated community, was not 
served by the utility until March 1, 
1930. It should be noted, however, in 
connection with the utility’s history in 
this territory that the organization 
that financed the utility’s operations— 
The Minnesota Northern Power Com- 
pany (hereinafter termed the Finan- 
cing Company )—had caused a prelim- 
inary geological survey of the Bow- 
doin gas structure to be made in the 
early spring of 1929, and had infor- 
mally, in December, 1928, negotiated 
with the municipal authorities of Mal- 
ta for the granting of a gas franchise. 

The next chapter of events that pre- 
ceded the introduction of natural gas 
into Glasgow, Malta, and Hinsdale re- 
veals the situation that is directly re- 
sponsible for the present differences 
between consumers and the utility, 
and likewise exhibits in no uncertain 
manner a hiatus that exists in our 
present Public Service Commission 
Act. : 

The Utility, it states, did not at- 
tempt its own development of the gas 
P.U.R.1931B. 
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fields from which it proposed to draw 
its supply for this territory. The fi- 
nancing company had employed a firm 
of drilling contractors in 1928 to drill 
certain wells in the Baker gas fields 
south of Glendive, Montana, for use 
by certain operating subsidiaries and 
during the course of this work it was 
represented to it by the drilling con- 
tractors that they were familiar with 
the gas structures in the vicinity of 
Glasgow and Malta and that they 
could, by reason of their knowledge 
and acquaintanceship in that area, se- 
cure leases and permits and develop 
the available gas structures at a lesser 
cost than the financing company. Act- 
ing thereon the financing company un- 
dertook to finance the drilling con- 
tractors in exploiting the Bowdoin gas 
structure, situated northwest of Saco, 
Montana, and approximately 47 miles 
and 19 miles from Glasgow and Mal- 
ta, respectively, and in securing fran- 
chises in the territory. Sometime dur- 
ing July or August, 1929, after the 
above-mentioned franchises had been 
secured by the Utility and after sev- 
eral small gas wells had been brought 
into production by the drilling con- 
tractors, for reasons not apparent 
from this record, the relations be- 
tween the drilling contractors and the 
financing company ceased. The finan- 
cing company was reimbursed by the 
drilling contractors to the extent that 
it had advanced money to them for 
developing the gas field and whatever 
rights then existed in the field due to 
the activities of the drilling contrac- 
tors became the property of the lat- 
ter, which left the Utility and the fi- 
nancing company with franchises in 
Glasgow and Malta but without any 
developed source of supply. Follow- 
ing the breach, the drilling contrac- 
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tors interested local and middle-west- 
ern capital in the formation of a series 
of corporations—a distributing com- 
pany, a pipe-line company, a develop- 
ment and producing company, and a 
holding company (hereinafter re- 
ferred to as the Competing Utility )— 
for the purpose of acquiring franchis- 
es in the same territory and supplying 
natural gas from the Bowdoin gas 
structure. Applications were made 
upon behalf of the Competing Utility 
to the city councils of Malta and Glas- 
gow for franchises, which were, pur- 
suant to statute, referred to the elec- 
torate in each city at special elections. 
Promises of competition and 15-cent 
natural gas led the citizens of these 
communities to approve the granting 
of the franchises, which were formal- 
ly granted on October 22 and 23, 
1929, by the city councils of Malta 
and Glasgow, respectively. Both fran- 
chises called for the immediate instal- 
lation of natural gas systems. 

In the meantime, the Utility, to pro- 
tect its franchise rights and to pre- 
vent the territory from being taken 
away from it, undertook to develop a 
natural gas supply of its own on the 
Bowdoin gas structure and even be- 
fore it had a foot of natural gas avail- 
able for distribution commenced to lay 
its transmission lines and distributing 
systems. This latter work had been 
actually begun several days prior to 
the granting of the franchises to the 
Competing Utility. November and 
the greater part of December, 1929, 
witnessed a race between the two util- 
ities to lay their transmission lines 
from the same field to the same cities, 
to install duplicate distribution sys- 
tems in Malta and Glasgow and to ac- 
quire customers for their respective 
systems. Neither the inclemencies of 
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winter season nor darkness arrested 
their efforts—day and night shifts 
toiled in all sorts of winter weather. 
In the cities the potential customers 
were beleagured by representatives of 
both utilities striving earnestly to at- 
tach business. The initial rate for nat- 
ural gas having been approved by the 
Commission upon the same net basis 
—15 cents per thousand cubic feet, it 
was necessary for the competitors to 
offer other than rate inducements. 
The practice of requiring customers 
to pay for service pipe from the prop- 
erty line to the premises served and 
for all house installations and appli- 
ance—a practice that has the approval 
of the Commission—was utterly ig- 
nored. Without exception, service 
pipe and house installations were put 
in at the cost of the utilities and in a 
number of instances appliances, such 
as ranges and furnaces, were installed 
free to the consumer to get the busi- 
ness. The Utility commenced fur- 
nishing natural gas to consumers in 
Malta on the day preceding Thanks- 
giving and to customers in Glasgow 
on December 24th. The natural gas 
supply was not sufficient for their 
needs and to guarantee against a fail- 
ure of fuel the Utility provided many 
of its customers with coal. Inability 
to secure meters for the services until 
after several months of operations led 
to the establishment of a flat rate sys- 
tem based upon estimated consump- 
tion. The precise time at which the 
Competing Utility actually began to 
furnish gas to Hinsdale and Glasgow 
is not in the record but it seems clear 
that it was during the month of De- 
cember. It never completed its pipe 
line to Malta, although it had installed 
a distribution system. 

As a result of the low gas rate and 








the free concessions made, Glasgow 
became overnight a 100 per cent nat- 
ural gas-serviced town; Hinsdale 95 
per cent and Malta approximately 85 
per cent. Subsequent events have 
caused these percentages to be reduced, 
as will hereinafter appear. 

The battle waged between these util- 
ities terminated on March 1, 1930, 
when the Competing Utility passed out 
of the picture through a consolidation 
effected by the financial backers of the 
ventures, leaving the Utility in sole 
possession of the natural gas utility 
business in these cities. Shortly aft- 
er the consolidation the Utility filed 
the tariffs that are before the Commis- 
sion in this proceeding. 


The Initial Rate 


[1, 2] The 15-cent rate filed by the 
Utility in November, 1929, and ap- 
proved by the Commission as an initial 
rate, is held up to the Commission by 
not a few of the protestants herein as 
the rate that should obtain in this ter- 
ritory. They assert that the rate was 
voluntarily established by the Utility 
and that upon the strength of it they 
were induced to service their premises 
and to invest in gas ranges and gas 
furnaces and that it would be inequit- 
able now to permit the Utility to in- 
crease its rates. It is obvious to the 
Commission that the residents of Glas- 
gow, Malta, and Hinsdale would not 
have attached themselves to the mains 
of the competing utilities in the num- 
bers that they did in such a brief pe- 
riod had the rates been the ones now 
before us. Utility experience in the 
natural gas field indicates that with a 
just and reasonable rate—fair to con- 
sumer and utility alike—it requires a 
period of varying years to build up 
the maximum consumption that a ter- 
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ritory offers. However that may be, 
in passing upon the reasonableness of 
the proffered rate, we are governed by 
the provisions of the statute creating 
us and subordinate to the constitution- 
al guarantees against confiscation of 
property. It is not argued, nor could 
it be argued that the 15-cent rate is 
such a rate as will permit the Utility 
to earn a fair return upon the present 
fair value of its property, used and 
useful, devoted to the service of the 
public, which is the cardinal rule of 
public utility rate making (Indianap- 
olis Water Case (1926) 272 U. S. 
400, 71 L. ed. 154, P.U.R.1927A, 15, 
47 Sup. Ct. Rep. 144; Southwestern 
Bell Telephone Case, 259 U. S. 318, 
66 L. ed. 961, P.U.R.1922D, 793, 42 
Sup. Ct. Rep. 486; Great Falls Gas 
Case, 34 F. (2d) 297, P.U.R.1929E, 
628). In fact, the record shows in- 
disputably that the 15-cent rate did not 
produce enough revenues to pay out- 
of-pocket operating expenses. A util- 
ity has a right to establish rates below 
the plane of just and reasonable rates 
for the purpose of promoting some 
policy of its own, provided, of course, 
that it does not imperil its ability to 
render adequate service (Public Serv- 
ice Commission v. Great Northern 
Utilities Co. 22 M.U.R. 231, P.U.R. 
1929B, 176; Great Northern Utilities 
Co. v. Public Service Commission 
(Mont.) P.U.R.1930E, 134, 293 Pac. 
294), but it cannot be so compelled. 
(Atchison, T. & S. F. R. Co. v. Inter- 
state Commerce Commission (1911) 
190 Fed. 591). 

The municipality of Glasgow, 
through its representatives, maintains 
that the data before the Commission 
is insufficient upon which to base a 
finding that the rates asked for are 
reasonable and that, therefore, the 
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Commission should continue in effect 
the tentative or emergency rates over 
the winter of 1929-1930 so that a 
final and equitable rate may then be 
fixed upon actual figures of consump- 
tion and revenue. “In the absence of 
such figures,” it asserts, “we grope 
hopelessly amid surmise and conjec- 
ture.” 

[3, 4] On the other hand, the Util- 
ity contends that because of the lack of 
experience of the Utility under any 
normal rate structure and under nor- 
mal consumption, the Commission 
should decline to speculate on possibil- 
ities and should leave the function of 
making rates to the managerial discre- 
tion of the Utility. Its position is that 
the viewpoint expressed by the Com- 
mission in Benjamin v. Great North- 
ern Utilities Co. (1923) 17 M. U. R. 
487, P.U.R.1924B, 705, 708, is con- 
trolling in this case. We there said: 

“Following submission of the pro- 
posal and after preliminary investiga- 
tion, the Commission approved the 
rates for a trial period. In this in- 
stance, as in all others where the state- 
ment of a rate is a pure prediction be- 
cause of the utter absence of an empir- 
ical standard, the Commission has fol- 
lowed the practice of relying, to a 
large extent, upon the judgment of 
those who are responsible for the en- 
terprise. They are possessed of the 
known factors that may be utilized in 
formulating a schedule of rates, and 
are better qualified than the Commis- 
sion, at that stage of the business, to 
deal with the necessities of the situa- 
tion. We do not mean to convey the 
impression that there is no check on 
the initial proposal for rates. The 
contrary is the fact, and the Commis- 
sion makes the best preliminary deter- 
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mination that it can, but the Commis- 
sion, under the American system of 
regulation, may never rightfully as- 
sume managerial functions. Its ex- 
perience to date has confirmed its con- 
fidence in the honesty and fairness of 
private management in the matter of 
stating trial rates for a new public 
service; and it has generally been 
found that the anxiety to develop the 
business restrains, in limine, the pro- 
posal of high rates.” 

The language there used applied to 
initial rates. This the Utility con- 
cedes herein but argues that the pro- 
posed rates, being the first ones of- 
fered for approval as just and reason- 
able rates—the 15-cent rate being one 
of expediency under the circumstances 
—are in substance initial rates, al- 
though not technically so. 

Under the Public Service Commis- 
sion Act of Montana (Chap. 52, Laws 
of 1913), the initiation of rates lies 
with the management of a public util- 
ity, not with this Commission. Under 
§ 11 thereof (§ 3891 Rev. Code Mont. 
1921), “Every public utility shall file 
with the Commission sched- 
ules which shall be open to public in- 
spection, showing all rates, tolls, and 
charges which it has established, and 
which are in force at the time, for any 
service performed by it. . . . No 
change shall thereafter be made in any 
schedule except upon twenty 
days’ notice to the Commission, and 
all such changes shall be plainly in- 
dicated upon existing schedules, or by 
filing new schedules in lieu thereof ten 
days prior to the time the same are to 
take effect ; provided, howev- 
er, that no advance or reduction of 
existing schedules shall be made with- 
out the concurrence of the Commis- 
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sion. . . .” There is nothing in 
that section or elsewhere in the act 
that requires concurrence of the Com- 
mission in the initial rate of the pub- 
lic utilities made subject to the act. 
Such initial rates, upon being filed 
with the Commission, become the law- 
ful rates until the same are changed as 
provided in the act (§ 12-3892 Rev. 
Code Mont. 1921). Initial rates can 
only be changed by the Commission in 
the manner provided by §§ 17 and 19 
(§ 3897 and § 3899 Rev. Code Mont. 
1921) that is (a) upon complaint of 
an interested party, after due notice 
and public hearing and a finding made 
that rates are “unjust, unreasonable, 
or unjustly discriminatory, or to be 
preferential or otherwise in violation 
of the provisions of this act,” or (b) 
after investigation by the Commission, 
upon its own motion, after full hear- 
ing as provided in complaint cases, and 
a finding of unreasonableness or oth- 
erwise unlawfulness. In either case 
the Commission is only authorized to 
substitute “such rate or rates > 
as shall be just and reasonable.” (Sec- 
tion 19.) 

The situation is somewhat different, 
however, when a utility undertakes to 
make a change in its filed rate. As 
above noted, it has the right to initiate 
changes but there is the restriction im- 
posed thereon that the changes shall 
not become effective until concurred in 
by the Commission. Section 11 (§ 
3891) was recently before the supreme 
court of Montana in Great Northern 
Utilities Co. v. Public Service Com- 
mission, supra, at pp. 143-146 of 
P.U.R.1930E, wherein it was said: 

“After the initial schedule of rates, 
together with the rules and regula- 
tions, have been filed with the Com- 
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mission, how may a change therein be 
effected? It is the contention of the 
utility that the schedule of rates may 
be changed by filing with the Commis- 
sion the proposed new schedule, and 
giving the twenty days’ notice provid- 
ed by § 3891. It is further contended 
that the sole purpose of that provision 
is to give notice to the Commission of 
the change, and that the proposed 
schedule of rates becomes effective 
without any act on the part of the 
Commission. 

“With that contention we cannot 
agree. In the case of State ex rel. 
Thacher v. Boyle (1921) 62 Mont. 
97, 103, 204 Pac. 378, this court re- 
marked: ‘Every word, phrase, clause, 
and sentence in an act must be given 
meaning if it is possible to do so.’ If 
this statute be construed in accordance 
with the interpretation placed thereon 
by the utility, then the words in § 
3891, ‘provided, however, that no ad- 
vance or reduction of existing sched- 
ules shall be made without the concur- 
rence of the Commission,’ are utterly 
meaningless, because the provisions of 
§ 3891, immediately preceding that 
part thereof last above quoted, provide 
for the giving of notice to the Com- 
mission. For this court to say that 
the utility may change its rates by 
merely filing with the Commission a 
notice, or that the Commission acts 
merely in a ministerial capacity in con- 
nection with the proposed change, and 
that the Commission has no discretion 
in the matter, we must ignore the plain 
language of the statute and run coun- 
ter to every rule of statutory construc- 
tion. 

“ , 

“Tn the case of Northern P. R. Co. 
v. Bennett (1928) 83 Mont. 483, 

















RE BOWDOIN UTILITIES CO. 


P.U.R.1929C, 139, 150, 272 Pac. 987, 
this court quoted with approval the 
language of the supreme court of New 
York . . . as follows: 

“*The requirement that a person 
must secure leave from someone to 
entitle him to exercise a right carries 
with it, by natural implication, a dis- 
cretion on the part of the other to re- 
fuse to grant it, if, in his judgment it 
is improper or unwise to give the re- 
quired consent.’ 

sa 

“Neither can it be said that the util- 
ity has no redress in the event that the 
Commission refused to concur in a 
proposed new schedule of rates for, 
under the provisions of § 3899, it may 
make complaint, and thereupon a hear- 
ing must be held and an order there- 
after made, the effect of which must 
be just and reasonable, whether in re- 
gard to rates, or service, or what not.”’ 

It is reasonably clear from the stat- 
ute and the decision of the supreme 
court of Montana that the application 
for approval or concurrence herein is 
addressed to the discretion of the 
Commission—a discretion in the ex- 
ercise of which we must be guided by 
the standard or test fixed by the act, 
namely, that the charges made by a 
public utility shall be just and reason- 
able (§ 5—§ 3883 Rev. Code Mont. 
1921)—“‘just and reasonable to all 
concerned—the utility as well as the 
consumer.” (Great Northern Utili- 
ties Co. v. Public Service Commission, 
supra, at p. 151 of P.U.R.1930E.) 

When a utility establishes a new 
rate or makes a revision in an old one, 
its act is attended by the presumption 
of good faith and honesty. The fol- 
lowing language from the Supreme 
Court of the United States in Inter- 
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state Commerce Commission v. Chi- 
cago G. W. R. Co. (1908) 209 U. S. 
108, 119, 120, 52 L. ed. 705, 28 Sup. 
Ct. Rep. 493, is in point: 

“Tt must also be remembered that 
there is no presumption of wrong 
arising from a change of rate by a 
carrier. The presumption of honest 
intent and right conduct attends the 
action of carriers as well as it does 
the action of other corporations or in- 
dividuals in their transactions in life. 

Those presumptions of good 
faith and integrity which have been 
recognized for ages as attending hu- 
man action have not been overthrown 
by any legislation in respect to com- 
mon carriers.” 

Therefore, giving full effect to the 
utility’s right to initiate changes in a 
rate schedule filed by it (as recognized 
in § 11, supra), and to the presump- 
tion that attends its actions in this re- 
spect, the conclusion follows that the 
Commission is only legally justified in 
refusing approval of a schedule of 
rates changing rates originally filed by 
a utility when it appears from the evi- 
dence before it that the new rates are 
unjust, unreasonable, discriminatory, 
or otherwise unlawful. In _ other 
words, it requires an affirmative find- 
ing of unreasonableness or unlawful- 
ness, before the Commission can law- 
fully reject a change in rates initiated 
by a utility. 

In Interstate Commerce Commis- 
sion v. Louisville & N. R. Co. (1913) 
227 U. S. 88, 92, 57 L. ed. 431, 33 
Sup. Ct. Rep. 185, the Supreme Court 
of the United States, speaking of the 
Interstate Commerce Act, said: 

“Under the statute the carrier re- 
tains the primary right to make rates, 
but if, after hearing, they are shown 








to be unreasonable, the Commission 
may set them aside and require the 
substitution of just for unjust charg- 
es. The Commission's right to act 
depends upon the existence of this 
fact, and if there was no evidence to 
show that the rates were unreasonable, 
there was no jurisdiction to make the 
crder. A finding without evi- 
dence is beyond the power of the Com- 
mission.” (Emphasis supplied. ) 
While it is true that the Interstate 
Commerce Act considered by the court 
did not require Commission concur- 
rence in changes in rates initiated by 
the carriers, the principle therein 
enunciated applies equally to the in- 
stant situation. The right to regulate 
public utilities vested in the Commis- 
sion does not oust the utilities of their 
general power of management 
(Southwestern Bell Telephone Case, 
262 U. S. 276, 289, 67 L. ed. 981, 
P.U.R.1923C, 193, 43 Sup. Ct. Rep. 
544, 31 A.L.R. 807). The right of 
the state to interfere attaches only 
when a public utility, in the exercise 
of prerogatives and functions as man- 
ager of its own property, oversteps 
the bounds of reasonableness (Inter- 
state Commerce Commission v. Chi- 
cago G. W. R. Co. supra; United 
States v. Illinois C. R. Co. (1924) 
263 U. S. 515, 68 L. ed. 417, 44 
Sup. Ct. Rep. 189; Interstate Com- 
merce Commission v. Louisville & 
N. R. Co. supra; Southern P. Co. 
v. Interstate Commerce Commission 
(1911) 219 U. S. 433, 55 L. ed. 283, 
31 Sup. Ct. Rep. 288; Cincinnati, N. 
O. & T. R. Co. v. Interstate Com- 
merce Commission (1896) 162 U. S. 
184, 40 L. ed. 935, 16 Sup. Ct. Rep. 
700. 
Expressing the same general prin- 
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ciple are Follett v. Waterworks Co. 
(1924) 123 Misc. 825, P.U.R.1925C, 
446, 447, 449, 206 N. Y. Supp. 464, 
and Meara v. Citizens’ Waterworks 
Co. (1920) 110 Misc. 738, 180 N. Y. 
Supp. 804, 191 App. Div. 913. In 
the former, we find these statements: 

“The company had the right to fix 
a rate which was reasonable, and 
which it deemed necessary to the suc- 
cessful operation of its business. . . . 
And in the absence of proof to the 
contrary the established rate is pre- 
sumed to be reasonable. . . . there 
is no presumption of law that the old 
rate is reasonable; indeed the presump- 
tion is that the new rate is the reason- 
able rate. 

With these principles in mind we 
proceed to examine the record. 


The Rate Study 

[5] As above noted, the Utility on 
May 17, 1930, submitted to the Com- 
mission, upon its request, a rate study. 
From this we quote as follows: 

“In preparing the schedule of rates 
submitted for these communities, the 
company based its estimates on its past 
experiences in operating like proper- 
ties at Glendive, Terry, and Miles City, 
Montana, at Marmarth, North Dako- 
ta, and at Rapid City, Lead, Dead- 
wood, Sturgis, Spearfish, Belle 
Fourche, and other communities in the 
Black Hills of South Dakota. These 
properties are similar to the proper- 
ties of the Bowdoin Utilities Company 
and we believe can be used as a fair 
basis. 

“The 1930 census gives the popula- 
tion of these communities, as follows: 
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“We have estimated that there will 
be a trifle over four residents to one 
meter, which we think is more than 
will be realized, inasmuch as our past 
experience has shown that the aver- 
age runs closer to one meter for five 
residents. Based on this estimate, we 
figure an ultimate of 525 meters in 
Glasgow, 325 meters in Malta, and 70 
meters in Hinsdale, making a total of 
920 meters. 

“We have estimated that the aver- 
age consumption per meter will be ap- 
proximately 250,000 cubic feet annu- 
ally, and, using an average price per 
thousand cubic feet realized for gas 
sold of 48 cents which is higher than 
our past experience has shown at any 
other towns operated by this company 
in this territory, as shown by the at- 
tached statements of average revenue 
on the Glendive Division, Miles City 
Division, and the Black Hills Utili- 
ties Company, we would receive an 
annual revenue of approximately $120 
per meter, making a total gross rev- 
enue in Glasgow of $63,000; Malta 
$39,000; and Hinsdale $8,400, or a 
total of $110,400. 

“In commenting on this figure, we 
feel confident in stating that the com- 
pany will not realize this gross for at 
least two or three years under the best 
possible conditions. 

“We estimate operation expenses 
will be approximately $108,200, made 
up, as follows: 

“Assuming that gas can be pur- 
chased at 5 cents per thousand cubic 
feet, which we feel is low due to the 
excessive drilling costs and small gas 
wells in this area, and allowing 10 per 
cent for losses in its transmission and 
distribution, the cost will be as fol- 
lows: 
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Cost of gas purchased .......... $12,525.00 
Field expense, including labor and 
a eS ee ere 3,600.00 


Transmission expense, including 
labor and operation ........... 
Distribution expense, including 
labor and supplies and automo- 
fer 
Commercial expense, including 
commercial offices, bookkeep- 
ing, collection, bad accounts, 
rents, light, heat, etc. ......... 
Utilization, consumers, and new 
business expense ............. 
General and miscellaneous ex- 
pense, including corporate ex- 
pense, insurance, legal expense, 
and other items of a general 
SE ie 0s sa taevestunsacsens 
BM e:idccsdbbevauucseseaneien 
Maintenance on entire system, ap- 
S.C oe ee 
Depreciation, based upon an aver- 
age rate of 5 per cent on 
$618,200 of depreciable property 30,910.00 


4,200.00 


17,100.00 


11,400.00 
2,000.00 


11,000.00 
8,500.00 


7,000.00 


Total operating expenses ....... $108,235.00 


leaving a net operating profit of 
$2,165.00. 

The statements and estimates con- 
tained in the rate study were support- 
ed and amplified by the Utility’s wit- 
nesses at the public hearing. 


Annual Consumption and Number of 
Consumers 


The Utility’s use of the ratio of a 
trifle over four residents to one meter 
is, in the light of experience in the 
natural gas industry in Montana, an 
over estimate rather than a conserva- 
tive one. In the Great Falls Gas Case, 
21 M. U. R. 224, P.U.R.1928E, 803, 
821, we said: 

“In estimating the number of natu- 
ral gas consumers to be expected ul- 
timately, that is, after several years of 
operation, it is customary for natural 
gas utility promoters to assume one 
consumer for each five people in the 
territory to be served (see ‘Salient 
Features of Gas Distribution,’ an ar- 
ticle by T. H. Kerr in the special nat- 





ural gas edition of the Oil and Gas 
Journal for June 16, 1927). Mon- 
tana cities that have enjoyed natural 
gas service for a period long enough 
to permit the utility to have reached 
the established stage testify to the ac- 
curacy of this assumption in Montana 
at least.” 

However, due to the competitive 
conditions that existed in these com- 
munities—cheap gas, free services, 
and installations, etc.—the Utility’s 
experience has been out of the ordi- 
nary. For instance, immediately fol- 
lowing the time of the consolidation of 
the competing utilities, the Utility had 
attached to its consolidated systems a 
total of 953 consumers or approxi- 
mately one consumer for each four 
residents. Between March 1, 1930 
and the August, 1930, meter reading 
period—about the 18th of the month— 
the Utility had lost 147 consumers, 
giving it at that time a total of 806 
consumers. This loss is accounted for 
by the Utility with the explanation 
that a number of its customers moved 
into the country for the spring and 
summer and a number were cut off 
the mains for nonpayment of bills. 
It expresses the belief that within a 
period of two years it will have an av- 
erage of from 850 to 875 consumers 
and will eventually reach its estimate 
of 920 meters. The maximum num- 
ber of customers attained in the three 
commiunities, the number attached in 
August, 1930, and the number of 
premises in each city offering poten- 
tial business, are shown in the fol- 
lowing table: 


Glasgow Malta Hinsdale 


ee 541 345 67 
August, 1930 ....... 467 292 47 
Number of premises 538 402 74 
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The apparent discrepancy in the 
Glasgow figures, which show three 
meters in excess of the number of 
premises, is explained by the state- 
ment that it was found that in three 
instances the premises were occupied 
by two families, each having separate 
meters. The count of the houses in- 
cluded all houses that offered potential 
business but it is stated that about a 
hundred of the premises are tenanted 
by persons who are either transient or 
whose incomes will not permit the 
utilization of natural gas. 

Considering the record in its entire- 
ty on this phase, we are of the opinion 
that the Utility’s estimate as to the 
probable number of customers is a rea- 
sonable one. 

As to the annual average consump- 
tion per customer the Utility has em- 
ployed in its rate study the estimate 
of 250,000 cubic feet per year. It 
states that the experience of its affili- 
ated interests in Montana and adjoin- 
ing territory on the east, covering 
about twenty-five communities, shows 
that the average annual consumption 
per customer falls between 210,000 
and 260,000 cubic feet and that to be 
above criticism it used the figure stat- 
ed. 

In this connection, protestants ex- 
cept to the use of natural gas opera- 
tions at Miles City, Glendive, and Ter- 
ry, as a proper basis for estimate and 
produce testimony, based upon United 
States Weather Bureau reports, indi- 
cating that over a period of years the 
average mean temperature for Malta 
and Glasgow for the months of Octo- 
ber to March, inclusive, ranges from 
three to five degrees lower than at 
Glendive and Miles City. They be- 
lieve that Glasgow, Malta, and Hins- 
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dale will use more gas per consumer 
because of climatic conditions than 
will the other cities mentioned. 

In the Great Falls Gas Case, supra, 
we expressed the opinion that a rea- 
sonable estimate of the annual con- 
sumption per customer at Great 
Falls would not be less than 240,000 
cubic feet per customer per year. 
Whatever differences in climatic con- 
ditions exist between Great Falls and 
the territory under consideration are 
not shown in the record but it is rea- 
sonably clear that the differences— 
judged by the relative location of the 
communities—cannot be so great as 
to warrant the judgment that the 
Utility’s estimate is unreasonable. 
There is also to be considered in con- 
nection with the comparison between 
the various cities that in the larger 
towns where there is considerable 
industrial consumption the average 
annual consumption per consumer 
will be higher than in the smaller 
towns where the industrial load is 
usually light. 

The Utility presented a statement of 
the quantities of gas sold each month 
for a period of six months, segregated 
as to communities. It is apparent 
therefrom that the excessively cheap 
gas rate was productive of abnormal 
consumption and that the figures sub- 
mitted afford no reliable basis upon 
which to form an estimate as to what 
the consumption will be under a rate 
that bears a legitimate relationship to 
cost of service. 


Operating Revenues 


The Utility estimates that its oper- 
ating revenues under the proffered 
rates, based upon 920 meters showing 
an average annual corsumption of 
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250,000 cubic feet will be $110,400. 
This is arrived at as by using 48 cents 
as the estimated average price that the 
Utility will realize per thousand cubic 
feet of gas sold. In support of its es- 
timate, the Utility furnished a state- 
ment showing the total revenue and 
quantity of gas sold by months for the 
year 1929—not including sales to 
power plants—for the Miles City, 
Glendive, and Black Hills (S. D.) 
Divisions, from which statement it 
appears that the average price realized 
per thousand cubic feet of gas sold 
for 1929 was as follows: Miles City, 
42.7 cents; Glendive, 47.9 cents; and 
Black Hills, 47.2 cents. The rates 
charged for natural gas at Miles City 
and Glendive are identical with the 
rates submitted herein and the rates 
in the Black Hills division are slight- 
ly higher. 

From our auditor’s report of his in- 
vestigation of the accounts and records 
of the Utility, we learn that the reve- 
nue derived from gas sales up to May 
31, 1930, amounted to $21,051,67. 
This amount of revenue, realized un- 
der the 15-cent rate, obviously offers 
no reliable indication as to what rev- 
enues might accrue under a higher 
rate. 

The Utility’s prediction, based upon 
the experience of affiliated utilities op- 
erating under the same rate, appears 
to be reasonable. 


Operating Expenses 


Cost of Gas 


At the time of the consolidation of 
the competing utilities the Utility en- 
tered into a contract with the Mon- 
tana Utilities Gas Company, one of 
the units of the Competing Utility, 








and with various other persons and 
corporations who held interests in the 
Competing Utility, to purchase its 
natural gas supply from the Montana 
Utilities Gas Company at the agreed 
price of 5 cents per thousand cubic 
feet, delivered at the wells on a pres- 
sure basis of ten ounces above an as- 
sumed atmospheric pressure of 14.4 
pounds to the square inch, at a tem- 
perature of 60 degrees Fahrenheit. 
This pressure base represents the 
standard basis for the measurement of 
natural gas generally employed in the 
industry (see Great Falls Gas Case, 21 
M. U. R. 224, P.U.R.1928E, 803). 
The Utility distributed this gas in 
Glasgow, Malta, and Hinsdale, on a 
6-ounce base. Such gas wells as the 
Utility had developed for supplying 
its needs and its interests in the gas 
field have been turned over to the 
Montana Utilities Gas Company, un- 
der stated conditions and terms not 
here material. 

The agreed price of 5 cents per 
thousand cubic feet is not challenged 
by the protestants as being unreason- 
able nor is there any evidence in the 
record to indicate that it is unreason- 
able. It is, therefore, in this proceed- 
ing assumed to be a reasonable charge. 

Upon its estimated annual sales of 
230,000,000 cubic feet (920 consum- 
ers using an average of 250,000 cubic 
feet annually), and making an allow- 
ance of 10 per cent for line losses—an 
allowance that appears to be quite rea- 
sonable (see the experience of other 
natural gas cities in Montana as cited 
in the Great Falls Gas Case, supra)— 
it computes its estimated annual cost 
of gas purchased at the sum of $12,- 
525. This figure predicates the esti- 
mated cost upon the assumption that 
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the Utility will pay 5 cents for each 
thousand cubic feet of gas sold or lost 
in the mains, an assumption that is 
erroneous. It purchases on a pressure 
base of 10 ounces above an assumed 
atmospheric pressure of 14.4 pounds, 
but distributes on a pressure base of 
6 ounces over actual atmospheric 
pressure. 

In the Great Falls Gas Case, supra, 
the Commission went into the subject 
of volume changes that accompany 
the conversion of natural gas from one 
pressure base to another and by ap- 
plying the formula there used it ap- 
pears that the volume of gas that the 
Utility will have to purchase on a 10- 
ounce base over assumed atmospheric 
pressure of 14.4 pounds to sell 230,- 
000 cubic feet at a pressure base of 6 
ounces above prevailing atmospheric 
pressure and take care of a 10 per cent 
line loss is approximately 228,125,000 
cubic feet, which would cost in round 
figures $11,400, or about $1,100 less 
than the Utility’s estimate. 


Transmission, Distribution, Commer- 
cial, etc., Costs 


The Utility’s estimate of field, trans- 
mission, distribution, commercial util- 
ization, maintenance, general, and mis- 
cellaneous expenses involve some items 
of a nonrecurring nature—expenses 
that will be eliminated with the full es- 
tablishment of the Utility. While 
these estimates and the item of taxes 
appear to be generous estimates, at 
this stage of the Utility's operations 
and under the record they cannot be 
found to be unreasonable as estimates. 
Figures were introduced into the rec- 
ord, based upon the annual reports 
filed with the Commission by various 
natural gas utilities operating within 
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the state, which tend to show that the 
cost of doing business per thousand 
cubic feet of gas sold (including cost 
of gas purchased or produced and de- 
preciation charged), in eight repre- 
sentative cities is under the estimated 
cost of doing business at Glasgow, 
Malta, and Hinsdale. Taking the av- 
erage cost of doing business per thou- 
sand cubic feet of gas sold in these 
eight cities, it amounts to 36.025 cents, 
as contrasted with the Utility’s esti- 
mate of 47.1 cents. The wide varia- 
tion between the eight selected cities 
indicates clearly that there are condi- 
tions, local to each city, that influence 
costs. However, we believe that ex- 
perience will demonstrate that the cost 
of doing business at Glasgow, Malta, 
and Hinsdale will more closely ap- 
proach the average cost above cited 
than the estimate of the Utility. The 
influence of the use of average operat- 
ing costs instead of the Utility's es- 
timate in arriving at the probable re- 
turn under the rates proposed is here- 
inafter shown. 


The Rate Base 


The rate base upon which the Util- 
ity claims the right to earn a fair re- 
turn amounts to $750,564.42. This 
sum it asserts has been actually invest- 
ed in the property under consideration. 
From the analysis of plant investment 
submitted in the record by the Utility 
as of June 30, 1930, it appears that 
it spent in the construction of its own 
system as distinguished from the sys- 
tem of the Competing Utility (this 
figure not including moneys expended 
in developing gas wells) the sum of 
$528,298.08 and that it paid to the 
owners of the Competing Utility tor 
the physical property taken over from 
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it the sum of $254,117.82, represent- 
ed by stock and bonds of the Utility. 
Up to the date of hearing the Utility 
shows that it has realized net salvage 
out of the property retired by reason 
of the consolidation in the amount of 
$32,286.60 and it estimates that it will 
further realize from salvage the sum 
of $34,564.88. It claims that the con- 
sideration paid for the property of the 
Competing Utility was much less than 
the value of the property acquired and 
exhibits in detail the amount of prop- 
erty taken over and the method of ap- 
praisal of same. ‘ 

In making its claim of the right to 
earn a fair return upon its actual in- 
vestment the Utility stresses certain 
language used by the supreme court of 
Montana in the case of Great Northern 
Utilities Co. v. Public Service Com- 
mission (Mont.) P.U.R.1930E, 134, 
293 Pac. 294. Since the hearing and 
argument herein, to wit: on Novem- 
ber 25, 1930, the supreme court of 
Montana, in denying a petition for re- 
hearing of said cause, eliminated the 
language herein relied upon and in 
lieu thereof substituted the following 
correct statement of the rule: 

“What a utility is entitled to de- 
mand in order that it may have just 
compensation is a fair return upon the 
reasonable value of the property at the 
time it is being used for the public 
(Minnesota Rate Cases (1913) 230 
U. S. 352, 57 L. ed. 1511, 33 Sup. Ct. 
Rep. 729, 48 L.R.A.(N.S.) 1151, 
Ann. Cas. 1916A, 18; Smyth v. Ames 
(1898) 169 U. S. 466, 42 L. ed. 819, 
18 Sup. Ct. Rep. 418; Willcox v. Con- 
solidated Gas Co. (1909) 212 U. S. 
19, 53 L. ed. 382, 29 Sup. Ct. Rep. 
192, 48 L.R.A.(N.S.) 1134, 15 Ann. 
Cas. 1034); and this should include 











sufficient to enable the utility out of 
such revenue to keep in reasonable re- 
pair its equipment so as to render rea- 
sonable service.” (At p. 148 of P.U.R. 
1930E. ) 

In determining the rate base we are 
enjoined by the act (§ 6—-§ 3884 Rev. 
Code Mont. 1921) to “investigate 
and ascertain the value of the property 

actually used and useful for 
the convenience of the public.” Value 
as used in the statute means “fair val- 
ue’’ and is to be ascertained as of the 
time when the service is being ren- 
dered. It is value that cannot be de- 
termined by the use of any set formu- 
la “but there must be a reasonable 
judgment having its basis in a proper 
consideration of all relevant facts” 
(Minnesota Rate Cases, supra). Ac- 
tual cost is a relevant factor (Smyth 
v. Ames, supra) but, to employ the 
language of the court in the Minneso- 
ta Rate Cases, supra, at p. 454 of 230 
U. S.), “It is clear that in ascertaining 
the present value we are not limited 
to the consideration of the amount of 
the actual investment. If that has 
been reckless or improvident, losses 
may be sustained which the community 
does not underwrite. As the com- 
pany may not be protected in its ac- 
tual investment if the value of its 
property be plainly less, so the making 
of a just return for the use of the 
property involves the recognition of 
its fair value if it be more than its 
cost. The property is held in private 
ownership and it is that property, and 
not the original cost of it, of which 
the owner may not be deprived with- 
out due process of law.”” In more re- 
cent years the Supreme Court of the 
United States has plainly indicated 
that one of the important if not dom- 
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inant factor to be considered in estab- 
lishing a rate base is the cost to re- 
produce the plant new less observed 
depreciation (Indianapolis Water Case 
(1926) 272 U. S. 400, 71 L. ed. 154, 
P.U.R.1927A, 15, 47 Sup. Ct. Rep. 
144; Southwestern Bell Telephone 
Case, 259 U. S. 318, 66 L. ed. 961, 
P.U.R.1922D, 793, 42 Sup. Ct. Rep. 
486 ; Bluefield Water Works Case, 262 
U. S. 679, 67 L. ed. 1176, P.U.R. 
1923D, 11, 43 Sup. Ct. Rep. 675). 
However, that it is not the sole test 
of value is clear from the Court’s lan- 
guage in Georgia R. & Power Co. v. 
Georgia R. Commission, 262 U. S. 
625, 630, 67 L. ed. 1144, P.ULR. 
1923D, 1, 3, 43 Sup. Ct. Rep. 680, 
where the Court said: “The refusal 
of the Commission and of the lower 
court to hold that, for rate-making 
purposes, the physical properties of a 
utility must be valued at the replace- 
ment cost, less depreciation, was clear- 
ly correct.” Normally, in the case of 
a new system such as we have before 
us, the original cost and reproduction 
cost would practically coincide, but be- 
cause of the existence of the situation 
described in the preliminary history, 
supra, the two costs are markedly dif- 
ferent. 

The valuation made by engineering 
department of the Commission was 
made on a strict reproduction-cost- 
new-less-depreciation basis. <A field 
inventory was made and the prices of 
material, cost of labor, etc., were 
based upon prices and wages prevail- 
ing on July 1, 1930. All property in 
place was valued but a segregation was 
made between the property found used 
and useful and the property found not 
used or useful. The Utility accepts 
the quantities found by our engineer 
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—having made a simultaneous check 
—and adopts the cost figures applied 
as correctly representing reproduction- 
cost-new prices. It excepts, however, 
to the exclusion of certain items here- 
inafter mentioned and to the exclu- 
sion of the property found not used or 
useful. 

Briefly stated, our engineer finds 
that the reproduction-cost-new of the 
physical property used and useful for 
the convenience of the pubic in the 
Utility’s system, as of July 1, 1930, 
is $509,870, from which he deducts 
observed depreciation in the sum of 
$6,139, making the reproduction-cost- 
new less depreciation $503,731. The 
reproduction-cost-new of all property 
in place but not used or useful he finds 
to be $94,515. The following table, 
taken from the record, shows a gen- 
eral segregation of the items valued 
together with the costs new and costs 
new less depreciation: 


Items 


I. Franchises and intangibles ............ 
II. Land and rights of way .............. 
III. Buildings and improvements .......... 
IV. Transmission main, field lines ........ 
V. Distribution mains, Malta ............ 
| eee 

| ee 

WE: TI TN ic ccwcickancecosccev uses 
I eG Se owe hue w veliewn 

osc ge casa iwevedss 

VII. Meters and regulators ........cssss0- 
A ee 
Des SE i ca cwcasnsanneews 
Serr rrr ee 
eee ME IN ori boa menaced wee 
XII. Shop equipment and tools ............ 


All of the cost-new figures in the 
table except item “I” include an allow- 
ance of 15 per cent for overheads, dis- 
tributed as follows: Engineering and 
superintendence, 5 per cent; interest 
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during construction, 4 per cent; insur- 
ance, 1 per cent; omissions and con- 
tingencies, 2 per cent; and organiza- 
tion, 3 per cent. In dollars and cents 
the overheads total $66,387.58. The 
overhead allowance on land and 
rights of way and damage claims 
amounting to $1,292.03 is improper 
and will be eliminated from the ap- 
praisal. Lands are valued on the ba- 
sis of market value and, therefore, no 
overhead charges are indicated. Dam- 
ages paid in acquiring rights of way 
are allowable only in the specific 
amounts paid. Otherwise the allow- 
ance is in accordance with our valua- 
tion practice and comports with ex- 
perience standards (Great Falls Gas 
Case, 15 M. U. R. 379, P.U.R.1922D, 
385; Billings v. Billings Gas Co. 17 
M. U. R. 511, P.U.R.1924C, 217; 
Public Service Commission v. Great 
Northern Utilities Co. 22 M. U. R. 
231, P.U.R.1929B, 176). 








Reproduction Per cent Cost New less 
cost—new Condition depreciation 

eve $900 = $900 
.-- 10,418 ‘ve 10,418 
blr 1,758 ne 1,758 
-<+ ee ss 334,267 
«6 99 42,787 
.-- 42,806 96 41,094 
on 2,536 ot 2,536 
en 5,255 98 5,150 
ine 7,176 95 6,817 
cme 762 oe 762 
ae wa 29,676 
... 14,640 wis 14,640 
ea 3,251 87 2,828 
ie 6,461 66 4,264 
ae 1,126 89 1,002 
— 5,619 86 4,832 

$509,870 a $503,731 


Going Concern Value 
[6] No specific allowance is made 
in our engineer’s valuation for going 
concern value. His failure in this re- 
spect is urged by the Utility to be er- 








roneous and it requests that the Com- 
mission make a specific allowance for 
this item of value. In Re Union Elec- 
tric Co. 21 M. U. R. 208, P.U.R. 
1928E, 396, 405, the Commission con- 
sidered this subject at length and after 
a review of the authorities concluded 
that “where a utility property is val- 
ued on the basis of reproduction cost 
new, less depreciation, and the items 
of organization expenses, etc., are tak- 
en into consideration and included in 
a general allowance for overheads, and 
the subsequent business development 
costs are paid out of operating ex- 
penses, no additional sum should be al- 
lowed for going concern value. 

Under these circumstances we feel 
that we are giving to the element of 
going concern the consideration and 
value that it deserves.” We find 
nothing in the authorities cited by the 
Utility to cause us to alter our views. 


Service Pipes 


[7] When the Utility commenced 
to solicit business in the fall of 1929, 
it used a written form of customer’s 
service agreement that called for the 
installation of all service pipe from the 
property line to customer's building at 
the cost of the customer, the actual 
installation to be made by the Utility 
at an agreed price per foot of pipe, 
varying according to the size of pipe 
used, and payable in twelve equal in- 
stallments, with the privilege of se- 
curing a 5 per cent discount by pay- 
ing cash. The Competing Utility, 
however, adopted the policy of grant- 
ing free installation of service pipe 
and house piping and in some instances 
free appliances, which policy induced 
the Utility to revise its customer’s 
agreement so that all of the customers 
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attached by it were serviced with 
house piping and service pipe free of 
charge under agreements that provid- 
ed that title to any service pipe, piping, 
and equipment installed on the cus- 
tomer’s premises “shall always remain 
in the company, it being understood 
that said piping and equipment 

is to be installed by the company only 
for the purpose of enabling it to serve 
the customer with natural gas 

Any piping and equipment so installed 
may be removed by the company 
whenever the customer ceased to pur- 
chase natural gas from the company.” 
The right to enter upon the customer's 
premises to accomplish removal of the 
piping and equipment when the cus- 
tomer ceased to purchase gas was ex- 
pressly provided. After the consoli- 
dation of the competing utilities, the 
Utility reéstablished its original cus- 
tomer’s agreement. 

In our engineer’s valuation, no ac- 
count is taken of property inside the 
property line of a consumer. His 
course in this respect was based upon 
the assumption that a rule approved 
by the Commission in October, 1918, 
at the instance of the Great Falls 
Gas Company for application to its 
system whereby all installations from 
the customer’s property line into the 
consumer’s building were to be at the 
cost of the consumer, was a general 
rule applicable to all gas utilities. Ob- 
viously a rule approved for specific 
application to a given utility cannot be 
held to apply to all utilities. 

The reproduction cost new of the 
service pipe actually in use in the sys- 
tem is stated by one of the Utility’s 
engineers to be $47,692. Of that sum 
$13,324 represents the reproduction 
cost of the portion of the services that 
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extend from the Utility’s main to the 
consumer’s property lines, the balance 
$34,368 being the cost of service laid 
on consumer’s premises. The item of 
house piping and installations is larg- 
er, the Utility’s estimate of the present 
cost thereof being $60,199. No ap- 
pliances are included in this latter fig- 
ure. Thus the total estimated repro- 
duction-cost-new of service pipe and 
installations that are not included in 
our engineer’s valuation is $94,567. 
The Utility asserts that inasmuch as 
this property is their own and is ac- 
tually used in the public service that 
its value should be included in the rate 
base. 

While the Commission is of the 
opinion that, because the service pipe 
and pipe fitting requirements on con- 
sumers’ premises vary widely accord- 
ing to the distances of buildings served 
from the property line and the charac- 
ter and number of gas appliances used 
within the buildings, it is sound prac- 
tice for a gas utility to only construct 
at its own cost the service pipe to the 
property line, it is a fact that our uni- 
form rules for gas utilities do not for- 
bid a gas utility from adopting the 
course followed in the instant case. 
The only objection that we perceive 
to the allowance of the value of these 
consumers’ services and fittings in the 
rate base is that, under the present 
practice of the Utility requiring all 
new consumers to bear the cost of the 
installations from the property line in, 
new consumers will, in a sense, be dis- 
criminated against in that they will 
have to pay for the costs of their serv- 
ices and housepiping whereas the old 
consumers were serviced at the cost 
of the Utility. 

The situation here is no different 
P.U.R.1931B. 
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than it was at Great Falls in October, 
1918, when we approved the rule 
above mentioned for the Great Falls 
Gas Company. Theretofore, the Great 
Falls Gas Company had borne the cost 
of the full services extending from the 
mains into the customers’ buildings 
but thereafter the burden of cost from 
the property line in was placed upon 
the consumers. It was felt that, in- 
asmuch as during the existence of the 
former practice all customers were 
given the same opportunities to avail 
themselves of the Utility’s conces- 
sions, and because all customers in the 
future would be treated alike, no suff- 
cient grounds existed for disapprov- 
ing the rule submitted. When we sub- 
sequently made a valuation of the 
property of the Great Falls Gas Com- 
pany for rate-making purposes we in- 
cluded in the rate base all full services 
installed at the Utility’s cost and val- 
ued the others only to the property 
line (Great Falls Gas Case, 15 M. U. 
R. 379, P.U.R.1922D, 385). 

A valuation situation similar to the 
present one was before the Michigan 
Public Utilities Commission in Re 
Grand Rapids, P.U.R.1923C, 453, 
479. Therein it appeared that the gas 
utility involved had for a period of fif- 
ty years paid for the service pipe of 
customers but had, about fifteen years 
prior to the commencement of the pro- 
ceeding in question, changed its pol- 
icy so as to require the consumer to 
pay for the work done and for the ma- 
terial actually placed upon his own 
property. The value of the services 
on consumers’ premises amounted to 
approximately $100,000 and the ques- 
tion in this connection was whether 
this item should be passed into the 
rate base. After considering the 
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question of discrimination, the Com- 
mission concluded : 

“Considering the matter from all 
angles the Commission is inclined to 
the opinion that these services are a 
part of the gas company’s fixed capi- 
tal; that it had a right to put them in 
as it did put them in; that it owns 
them and that little inequity will re- 
sult from their inclusion in the total 
property of the utility. While the 
item is considerable—approximately 
$100,000—yet it is not a large matter 
when spread over the entire business 
of this utility. In any event, we are 
not inclined to the view that the gas 
company should be compelled to write 
off this $100,000. It spent the money 
in good faith during a period of fifty 
years. The gas consuming public in 
the city of Grand Rapids has had the 
benefit of the expenditure. The com- 
pany should not lose its investment in 
this item and the item should and will 
receive consideration in arriving at 
the rate base and fair present value of 
the property of this utility.” 

We will follow the precedent set by 
this Commission in the Great Falls 
Gas Case, supra, and pass the value of 
these customers’ services and house 
piping into the rate base as property 
used and useful for the convenience 
of the public. 


Amortization of Loss Caused by 
Abandonment of Duplicate Prop- 
erties 
[8, 9] The Utility claims that it “is 

entitled to an income above a reason- 

able return sufficient to enable it to 
deduct therefrom each year a sum 
sufficient to amortize the loss caused 
by the abandonment of duplicate 
properties which became unnecessary 
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upon the consolidation of the two 
competing utilities.” 

While the Utility, as above noted, 
claims the right to a return upon its 
actual investment, which includes the 
net amount expended in taking over 
the properties of its competitor, it 
offers as an alternative that it be per- 
mitted to amortize over a period of 
years the loss sustained in connection 
with the consolidation. 

Neither of the Utility’s claims will 
be upheld. Its actual investment in 
the territory concerned, made as it 
was under abnormal conditions, is not 
fairly related to value. That there 
was no material fluctuation in ma- 
terial or labor prices between the fall 
of 1929 when the Utility’s plant was 
constructed and the date of valuation 
herein—July 1, 1930, is admitted. 
Winter construction conditions and 
the influence of intense competition 
are plainly reflected in the actual cost 
figures submitted. The net cost of 
acquiring the property of the Com- 
peting Utility did not add to the 
present fair value of the Utility’s sys- 
tem except in the particulars where 
portions of the Competing Utility's 
system have become a part of the 
Utility’s system, due recognition of 
which is given in our engineer’s 
valuation. 

To uphold the alternative conten- 
tion and permit amortization of the 
net loss sustained by the Utility by 
reason of the abandonment of prop- 
erty acquired by virtue of its acqui- 
sition of the competing system would 
run counter to the intent of our Pub- 
lic Service Commission Act. Except 
in the case of motor vehicle common 
carriers, certificates of public con- 
venience and necessity are not re- 
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quired by the Montana statutes for 
the conduct of the business of a pub- 
lic utility. As pointedly noted by the 
supreme court of Montana in Great 
Northern Utilities Co. v. Public Serv- 
ice Commission (Mont.) P.U.R. 
1930E, 134, 148, 293 Pac. 294: “The 
Commission may not prevent several 
utilities, each dealing in the same 
product, from entering the same field, 
although one may be amply sufficient 
to serve the needs of such com- 
munity.” Whether or not a gas util- 
ity or a water utility may enter an in- 
corporated city or town is a matter 
that must be determined by the vote 
of the qualified electors of such city 
or town (§ 5075-77, Rev. Code Mont. 
1921, State ex rel. Billings v. Billings 
Gas Co. 55 Mont. 102, 108, P.U.R. 
1918F, 768, 173 Pac. 799). Tele- 
phone, telegraph, electric light, and 
electric power utilities are not re- 
quired to secure local franchises (§ 
6645 Rev. Code Mont. 1921). It, 
therefore, seems clear that the legis- 
lature intends that competition be per- 
mitted between utilities, subject, how- 
ever, to the Commission’s power to fix 
specific rates and require adequate 
service and facilities (Great Northern 
Utilities Co. v. Public Service Com- 
mission, supra). In certain instances 
consolidation between competing util- 
ities is forbidden (Const. of Montana 
Art. XV, § 6; § 6647 Rev. Code 
Mont. 1921). However, there is no 
prohibition against the consolidation 
of competing gas utilities. While this 
Commission thoroughly disagrees 
with the policy of competition be- 
tween public utilities because it is our 
experience that the system is produc- 
tive of waste and disorder and is eco- 
nomically unjustified, nevertheless we 
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are a creature of the legislature and 
responsive to its will. We have at- 
tempted to keep competition within 
reasonable bounds by refusing to 
sanction rates for competing utilities 
that were so low as to imperil the 
utility’s ability to perform its statu- 
tory duty of providing adequate serv- 
ice and facilities (Public Service 
Commission v. Great Northern Util- 
ities Co. 22 M. U. R. 231, P.U.R. 
1929B, 176), and in this we have 
been upheld by the supreme court 
(Great Northern Utilities Co. v. Pub- 
lic Service Commission, supra), but 
were we to saddle the onerous costs 
of consolidation of competing gas 
utilities upon the consumers of a com- 
munity which had exercised its law- 
ful right of permitting competition 
within its border by granting two 
franchises, it would perhaps have the 
effect of causing the cities and towns 
of the state to refuse to grant more 
than one gas franchise for fear they 
might be subjected to having an 
abnormal burden cast upon the 
shoulders of their citizens in the 
event of granting two franchises fol- 
lowed later by a merger of the com- 
peting utilities. So long as the legis- 
lature sees fit to permit this system 
to continue, we do not believe that we 
have any right to impose strictures 
upon the right of the public to enjoy 
competition other than those express- 
ly contemplated by the act. We have 
on numerous occasions counselled 
cities and towns of the general un- 
satisfactory results that flow from ad- 
mitting competing utilities in small 
communities (Public Service Com- 
mission v. Blue Flame Gas Co. 19 M. 
U. R. 165, P.U.R.1926D, 777 ; Public 


Service Commission v. Great North- 








ern Utilities Co. supra), but we have 
not and will not attempt to coerce 
them. The Utility herein was aware 
of the status of our laws in this re- 
spect when it entered into competition 
with the Competing Utility and has 
no right that we are aware of to im- 
pose any of the loss it has sustained 
upon the consumers. (Great Northern 
Utilities Co. v. Public Service Com- 
mission, supra). The cases cited to us 
by the Utility that bear on this point 
arise in jurisdictions that have stat- 
utes requiring a utility, before it com- 
mences the construction of any part 
of its plant or effects a merger, to pro- 
cure from the regulatory Commission 
a certificate of public convenience and 
necessity. Where a Commission in 
such a jurisdiction has permitted a 
merger upon a finding that the same 
is in the public interest, it would seem 
to follow as a matter of equity that 
the public should bear some of the 
burdens as well as enjoy the benefits 
found to accrue therefrom. The 
principle applied by this Commission 
in the Great Falls Case, supra, in per- 
mitting the utility to amortize the net 
value of a superseded artificial gas 
plant is obviously not controlling in 
this matter. 


Working Capital 

[10-14] Working capital is claimed 
by the Utility as follows: (1) ma- 
terial and supplies, $22,000, and (2) 
cash working capital, $13,000. On 
the other hand our engineer estimates 
the working capital requirements at 
$24,000, segregated as follows: ma- 
terial and supplies, $19,000, and cash 
working capital $5,000. 

On May 31, 1930, according to its 
books, the Utility had an investment 
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in material and supplies of $35,625.46. 
In this amount there appears to be 
some of the stock of the absorbed 
Competing Utility. In any event, it 
is conceded that such an amount of 
material and supplies are not neces- 
sary for the proper conduct of the 


Utility’s business. Our engineer’s 
estimate is based upon the experience 
of other gas utilities from which he 
finds that material and supplies gen- 
erally bear a relationship to reproduc- 
tion cost of from 3 to 4 per cent. In 
his opinion $19,000 “is ample to cover 
the stock of material and supplies.’’ 
On the other hand, the Utility says it 
will have to maintain several store- 
rooms because of the several com- 
munities served which tends to in- 
crease the natural requirements over 
a utility with a central store-room. 
We are not inclined to disturb the 
estimate of the Utility for the present. 
However, we are of the opinion that 
the estimate of cash working capital 
requirements submitted by the Util- 
ity is excessive. Its records show an 
expenditure of $10,025.19 for the 
5-months’ period ending May 31, 
1930, for salaries, operating expenses, 
tax accruals, and current bills except- 
ing cost of gas purchased, or an aver- 
age of $2,000 per month. Its costs of 
gas purchased will average about 
$1,250 per month. Under its supply 
contract it is not obligated to pay for 
gas purchased in a given month be- 
fore the 25th of the succeeding month. 
Its meter reading date for consumers 
is the 18th of each month and all 
customers’ bills are due and payable 
on the first of the month next succeed- 
ing the meter reading date. In prac- 
tice the bulk of the customer accounts 
are settled by the 10th of the month. 
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The practical effect of the arrange- 
ment is that the Utility receives con- 
siderable money from its customers 
upon a resale of gas purchased by it 
from the wholesaler before it is under 
the necessity of settling with the 
wholesaler. Upon the record we find 
that $4,000 is ample to take care of 
its cash working capital requirements. 


Depreciation Annuity 

The engineer for the Utility and 
the Commission’s engineer are in dis- 
agreement as to the amount that 
should be set aside annually by the 
Utility to cover depreciation. Our 
engineer arrives at an equated depre- 
ciation annuity of 6.6 per cent where- 
as the Utility’s engineer, following the 
method employed by our engineer but 
according different estimates to the 
service life of the various depreciable 
units, arrives at 10.0124 per cent. 

Protestants criticize our engineer’s 
estimate because the estimated annual 
depreciation does not comport with 
the amount of depreciation deducted 
from reproduction-cost-new. This is 
due to their failure to distinguish be- 
tween actual depreciation and theo- 
retical depreciation. In arriving at 
the fair value of a plant only actual 
depreciation is deductible from repro- 
duction-cost-new (Indianapolis Water 
Case (1926) 272 U.S. 400, 71 L. ed. 
154, P.U.R.1927A, 15, 47 Sup. Ct. 
Rep. 144), whereas, in fixing the an- 
nual allowance resort is had to life 
tables. The former is determined by 
the so-called “observation” or “in- 
spection” method while the latter is 
estimated purely on an age-life basis. 

We are inclined to view our engi- 
neer’s estimate as a bit conservative 
in the light of our allowances in other 
natural gas properties (see Great Falls 
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Gas Case, 15 M. U. R. 379, P.U.R. 
1922D, 385); on the other hand, we 
believe the Utility’s estimate is too 
generous. Until such time, if ever, 
as experience justifies a revision, we 
will permit the Utility to set aside for 
depreciation an allowance of 8 per 
cent of all physical depreciable prop- 
erty (excluding land) to be computed 
on the basis of present value (United 
R. & Electric Co. v. West, 280 U. S. 
234, 74 L. ed. 390, P.U.R.1930A, 
225, 50 Sup. Ct. Rep. 123). 
Rate of Return 

The Utility claims that it should be 
allowed a “liberal return” upon the 
value of its property and indicates 
that the rate of return should exceed 
8 per cent. Its claim is not supported 
by the record, however, and in the 
light of all the circumstances and con- 
ditions in the record and mindful of 
our treatment of natural gas utilities 
in other parts of the state where con- 
ditions are not substantially dissimilar 
we fix the rate of return at 8 per cent. 


The Present Value of the System 

Upon the record, we find that the 
present fair value of the property of 
the Bowdoin Utilities Company, used 
and useful for the convenience of the 
public, as of July 1, 1930, is $622,606, 
summarized as follows: 
Franchises and intangibles 
Lands and rights of way 


Buildings and improvements .... 
Transmission mains and _ field 

EE Or ee Penne 
Distribution mains 
Services and house piping 


Meters and regulators .......... 29,676.00 
Resulator GIMGIONS «0.62 600060 

CTOE GUI oon ccec cesses 2,828.00 
Cs BE URED 66cc sicciscisccnss 4,264.00 
SS, eres 1,002.00 
Shop equipment and tools ...... 4,832.00 
WOrKIEE CAPTR <...cccceceuvces 26,000.00 
WOMEN: ccndcaxavesdiatacaeeseewen $622,606.00 
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Taking the estimates of the Utility 
herein found not unreasonable and 
assuming that the Utility’s annual cost 
of operation per thousand cubic feet 
of gas sold (including cost of gas 
purchased or produced, depreciation 
charged, and taxes paid) instead of 
being 47.1 cent per thousand cubic feet 
of gas sold, as estimated by the Util- 
ity, will be the average cost above 
cited, namely, 36.025 per thousand 
cubic feet of gas sold, the return of 
the Utility on the basis of the present 
fair value of its property as found 
herein would still fall short of a fair 
return. To illustrate: 


Estimated operating revenues un- 

OF PFUBOSED FACE oo. 05 sccice-ce $110,400.00 
Estimated operating costs (com- 

puted as 36.025¢ per M. cubic 


SOCt GE BOS GED ccecinccicsave 82,857.50 
Total available for return ... $27,542.50 


Fair return (8% of $622,606.00— 
present fair value of property) 49,808.48 


Total deficit below fair re- 
UM iccivdceussuuccuen ees $22,265.98 


It is, therefore, reasonably clear 
that there is no immediate prospect of 
the Utility earning a fair return upon 
the reasonable value of its property 
under the rates submitted for con- 
currence. 


The Rate Schedule 

The tariffs herein submitted for 
our concurrence are likewise the 
tariffs in effect in Miles City, Glen- 
dive, Terry, Fairview, Ismay, Intake, 
Savage, and Sidney, Montana, com- 
munities served by utilities affiliated 
with the Bowdoin Utilities Company. 
The schedule of domestic rates is con- 
structed, the Utility explains, so as to 
serve three classes of customers 
through one meter installation, name- 
ly, cooking, water-heating, and house- 
heating customers. The customer 
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who uses natural gas for cooking only 
falls within the first block of 3,000 
and pays at the rate of 75 cents per 
thousand cubic feet. If he also uses 
gas for water heating, that consump- 
tion will normally fall within the 
second block of 3,000 at 65 cents per 
thousand cubic feet, and if he uses the 
product as fuel for heating his home, 
he will purchase this normally in the 
third block (94,000) at the rate of 45 
cents per one thousand cubic feet. The 
commercial rate is designed for the 
use of public schools, public buildings, 
laundries, hotels, etc. Border cus- 
tomers that fall between the domestic 
consumption and the commercial con- 
sumption are taken care of in the 
lower brackets of the domestic users 
rate, that is, between consumptions of 
one hundred and three hundred thous- 
and at the rate of 40 cents per thous- 
and and for all over at the rate of 30 
cents. 


Conclusions 


Upon full consideration of the 
record herein the Commission finds 
that the rates submitted for approval 
have been justified by the Utility as 
rates that should be permitted to be 
charged until such time as the actual 
operations of the Utility disclose the 
propriety of adopting or fixing a dif- 
ferent schedule. To the end that we 
may be kept fully advised of the oper- 
ations of the Utility under these rates 
we will require the Utility to submit a 
monthly statement of its income and 
expenses and will retain jurisdiction 
in this case for the purpose of making 
such further orders herein as may 
from time to time be required. 

An appropriate order will be 
entered. [Order omitted. ] 
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Younc, Commissioner: I dissent 
from the above report and order for 
the following reason: 

On December 30, 1929, and Janu- 
ary 4, 1930, natural gas tariffs for the 
cities of Glasgow, Malta, and Hins- 
dale of 15 cents per thousand cubic 
feet per month were filed and ap- 
proved by the entire Commission. 

On March 20, 1930, the Utility 
company filed a new tariff for the 
three cities which was a virtual in- 
crease of 500 per cent for a vast ma- 
jority of consumers. During the 
pendency of the decision on this in- 
crease and with the original rates in 
effect a majority of the Commission 
on June 10, 1930, approved so-called 
emergency or temporary rates which 
were an increase of more than 250 
per cent over the then published rates. 
This without the consumers being 
given an opportunity to express their 
views. 

After studying the evidence pro- 
duced at the hearing had on Septem- 
ber 10, 1930, and fully acquainting 
myself with the facts incident to the 
bringing of natural gas into these 
cities, I am forced to the conclusion 
that an increase of virtually 500 per 
cent in less than one year’s operation 
is wholly unreasonable and unjustifi- 
able and in my opinion places an un- 
necessary burden upon the consumers. 

I feel that the company should be 
required to operate for a reasonable 
length of time under their own legally 
proposed tariff in force and effect on 
September 10, 1930. In this instance, 
it is my opinion that at least one year’s 
time should be required. After which 
time if they (the company) feel the 
rates are unreasonably low, they are 
permitted to renew their application. 
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By the Commission: In connec- 
tion with the dissent filed herein the 
language of the statutory court in 
Great Falls Gas Co. v. Public Service 
Commission, 34 F. (2d) 297, P.U.R. 
1929E, 628, 630, 631, is apropos: 

“It is an ancient maxim that any 
one may do as he will with his own, 
if harmless to others. But in that is 
no warrant to others to do the like, 
or to order it to be done. So, though 
for business or any other policy a pub- 
lic utility for a time may adopt rates 
less than a fair return, a Commission 
cannot constrain it to do so, much 
less fix lower rates. See Interstate 
Commerce Commission v. Union P. 
R. Co. (1912) 222 U. S. 541, 553, 
56 L. ed. 308, 32 Sup. Ct. Rep. 108; 
Banton v. Belt Line R. Corp. (1925) 
268 U. S. 413, 421, 69 L. ed. 1020, 
P.U.R.1926A, 317, 45 Sup. Ct. Rep. 
534. 

“The Commission created by stat- 
utue has only the power given by stat- 
ute, and that is to fix reasonable rates 
presently productive of fair return. 
An established utility, like plaintiff, is 
entitled to rates producing fair return 
on a plant reasonably necessary for 
the services rendered and at the time 
rendered. Public Utility Comrs. v. 
New York Teleph. Co. 271 U. S. 23, 
31, 70 L. ed. 808, P.U.R.1926C, 740, 
46 Sup. Ct. Rep. 363; McCardle v. 
Indianapolis Water Co. (1926) 272 
U. S. 400, 408, 71 L. ed. 154, P.U.R. 
1927A, 15, 47 Sup. Ct. Rep. 144. 
This is true, though the plant be capa- 
ble of and probably will have great 
expansion. In such case, a rate pres- 
ently reasonable, on expansion may 
be excessive. A valid rate may be- 
come invalid, or vice versa. Galves- 
ton Electric Co. v. Galveston, 258 U. 





S. 388, 400, 66 L. ed. 678, P.U.R. 
1922D, 159, 42 Sup. Ct. Rep. 351; 
Bluefield Water Works & Improv. 
Co. v. West Virginia Pub. Service 
Commission, 262 U. S. 679, 693, 67 
L. ed. 1176, P.U.R.1923D, 11, 43 
Sup. Ct. Rep. 675. 

“The remedy, however, is not for 
the Commission to fix a rate appro- 
priate to expanded conditions future 
and prescribe it to present conditions, 
upon which it is confiscatory, but is 
to reduce a present reasonable rate 
only when expansion renders it ex- 
cessive.” 

The dissenting opinion does not at- 
tempt to assert nor could it assert that 
the emergency rates approved June 
10, 1930 (“in force and effect on 
September 10, 1930’) are rates 
“presently productive of fair return.” 
It ignores the facts of record which 
show beyond a reasonable doubt that 
the emergency rates are confiscatory. 
It also ignores any consideration of 
the constitutional safeguards that sur- 
round the ownership of property and 
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that “The Constitution is a barrier to 
confiscation for even a single day” 
(Love v. Atchison, T. & S. F. R. Co. 
(1911) 185 Fed. 321, 327). It like- 
wise ignores the mandate of the Pub- 
lic Service Commission Act of Mon- 
tana (Chap. 52, Laws of 1913), the 
purpose of which, to quote the su- 
preme court of Montana in Great 
Northern Utilities Co. v. Public Serv- 
ice Commission (Mont.) P.U.R. 
1930E, 134, 151, 293 Pac. 294, “‘is 
to determine a price which shall be 
just and reasonable to all concerned 
—the Utility as well as the consumer 
—and to insure to the consumer rea- 
sonable service.” Notwithstanding 
the fact that the Utility has operated 
at a substantial loss for almost a year 
and has actually invested more than 
a hundred thousand dollars that has 
been eliminated by the Commission 
from the rate base, the dissenting 
opinion would illegally attempt to im- 
pose upon the Utility a set of rates 
that cannot be justified as just and 
reasonable rates. 
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Evidence — Duty of the Commission — Valuation. 
1. The Commission, in ascertaining the fair value of public utility property 
for rate-making purposes, as provided by statute, is permitted to consider 
only the evidence submitted in the record for such proceedings, p. 51. 
Valuation — Nonuseful property — Land for future use. 


2. Land purchased by a utility for future use, if not actually used on the 
date of a valuation inquiry, must be excluded from the current estimate 


for rate-making purposes, p. 54. 


Valuation — Hypothetical pavement cutting over conduits. 


3. The hypothetical cost of cutting and replacing pavement for the in- 
stallation of underground conduits was deducted from the reproduction 
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cost estimate of a telephone company’s property, where such pavement was 
not replaced at the time the conduits were actually installed, p. 55. 


Valuation — Undistributed construction costs — Telephone property. 


4. An allowance of 17.25 per cent of the physical value of certain tele- 
phone properties was made to cover undistributed construction costs, p. 
55 


Valuation — Going concern value — Absence of evidence. 
5. Where none of the competent valuation experts had included going 
concern value, in estimating the units covered in their computation of the 
undistributed construction cost allowance, the Commission held that it 
could not on its own motion include in that allowance the item of going 
value, p. 55. 

Valuation — Going value — Cost of attaching telephone business. 
6. The Commission refused to consider as a strict measure of going value, 
for a telephone company, all the expenses theoretically necessary to at- 
tach the current amount of business to the bare bones of the plant, in view 
of the fact that such a plant reproduced under modern conditions would 
find a willing and anxious public seeking connection, and a number of 
trained operators desirous of employment, p. 56. 

Valuation — Working capital — Telephone company. 
7. An allowance of $3,500,000 was made for working capital of a tele- 
phone company having a total rate base of $104,282,735, p. 56. 

Valuction — Going value — Telephone company. 
8. An allowance of 3} per cent of the reproduction value of the physical 
or of a telephone company was made for going concern value, p. 


Expenses — Payments to affiliated company — Supply company. 
9. Payments by an operating subsidiary of a nation-wide telephone sys- 
tem for property and equipment purchased under contract from a related 
manufacturing company were approved as reasonable, p. 60. 

Return — Percentage allowed — Telephone company. 
10. An allowance of 7 per cent return on the value of a telephone com- 
pany’s property was assumed to be reasonable, p. 62. 





Valuation — Going concern value — Percentage basis. 


Statement that estimation of going concern value on a per cent of the 
entire property involved is not particularly scientific or illuminating, but 
seems to have been sanctioned by engineering usages and court decisions, 
p. 58. 


[January 10, 1931.] 
er by the Commission on its own motion into 
the rates, rules, and value of a telephone utility; value fixed. 
¥ 
APPEARANCES: Karl E. Burr and J. Herbert and A. M. Calland, Present 
W. H. Thompson, Attorneys for the Counsel for the State of Ohio; 
Ohio Bell Telephone Company; Gil- Charles C. Crabbe and Edward C. 
bert Bettman, Attorney General; T. Turner, former Attorneys General, 
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W. S. McConnaughey and Fred 
Postle, former Counsel for the State 
of Ohio. 


By the Commission: This action 
is commonly known as the State-Wide 
Case of the Ohio Bell Telephone Com- 
pany, being properly so designated 
from the fact that it involves an in- 
quiry into the value of the property 
and rates of that company for both 
exchange and toll service throughout 
the state of Ohio. 


Historical 


Prior to the year 1914, Bell System 
service in Ohio was limited to the por- 
tions of the state served by the Cleve- 
land Telephone Company, the Central 
Union Telephone Company, the Cen- 
tral District Printing and Telegraph 
Company and the Cincinnati & Subur- 
ban Bell Telephone Company (the 
latter still operating as a separate com- 
pany). At the same time and operat- 
ing independently in the same terri- 
tory in many localities were other 
telephone companies. 

In July, 1914, a number of com- 
panies of the kind last referred to 
were consolidated under the name of 
the Ohio State Telephone Company. 
In December, 1920, the Cleveland 
Telephone Company (its name hav- 
ing been changed to the Ohio Bell 
Telephone Company) purchased the 
Ohio property of Central Union Tele- 
phone Company. In _ September, 
1921, the Ohio Bell Telephone Com- 
pany and the Ohio State Telephone 
Company were consolidated as the 
Ohio Bell Telephone Company and 
that company thereafter purchased 
additional telephone properties. Even 
after these extensive consolidations 
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there remained more than 450 other 
independent telephone companies op- 
erating in the state. 

As soon as the Ohio Bell Telephone 
Company (consolidated) was ready 
to unify the service in communities 
having a dual service, it filed with the 
Commission an application to deter- 
mine the rates chargeable for such 
unified service. In the case of some 
of the exchanges the municipalities 
concerned contested the proposed rates 
and a hearing was instituted. Subse- 
quently, following the 1923 amend- 
ment of § 614-20 of the Code (110 
Ohio Laws 366), the company filed 
new rate schedules for many of its 
exchanges; some of which were pro- 
tested by the municipalities concerned 
and were collected under bond, after 
the end of the statutory period of sus- 
pension. This was true also with re- 
spect to the company’s new schedule 
of toll rates for its toll service 
throughout the entire state. 

As a result, many extensive hear- 
ings were had by the Commission, 
and in the two years prior to October, 
1924, several thousand pages of testi- 
mony were taken and an even greater 
number of pages of exhibits offered 
in evidence. 

On October 14, 1924, the Commis- 
sion, having found that many issues 
were common to all of the then pend- 
ing Bell cases, both toll and exchange, 
ordered that they be consolidated and 
that the examination into the rates 
proceed as a single State-Wide Case 
involving all the rates and services, 
exchange and toll, of the Ohio Bell 
Telephone Company, including those 
then under investigation, and that the 
evidence theretofore introduced, in 
the several separate cases, be con- 
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sidered and made a part of the record 
in the consolidated cases. 

This order concluded as follows: 

“Ordered, that, on or before De- 
cember 1, 1924, said the Ohio Bell 
Telephone Company furnish to this 
Commission and file in this cause, as 
a part of the evidence therein, a com- 
plete inventory of all of its property 
located in the state of Ohio and used 
and useful and to be used and useful, 
in the furnishing of telephone service 
therein, both toll and exchange, classi- 
fied according to the classification 
adopted and prescribed by this Com- 
mission and the Interstate Commerce 
Commission for telephone companies, 
and that, upon the filing of such in- 
ventory, this consolidated case pro- 
ceed to a hearing for the determina- 
tion of the fair value of said prop- 
erty and of the just and reason- 
able rates for the service thereby 
to be furnished by said company 
to its patrons throughout the state 
of Ohio.” 

By this order, 43 separate cases 
then pending, the majority of which 
were for increased rates, were con- 
solidated into the State-Wide Case. 

Since the order of consolidation the 
company has made additional filings 


Population 


of exchange rates. Some were pro- 
tested and are now collected under 
bond. 

The company has filed and offered 
in evidence an inventory and appraisal 
of its entire property. In November, 
1925, under a special legislative act, 
W. J. Hagenah was employed as the 
Commission’s engineer, to appraise 
the company’s property. 

In February, 1927, the case was 
submitted to the Commission for the 
fixing of a tentative value, but before 
this valuation was announced, the 
then attorney general requested that 
the case be reopened and further valu- 
ation testimony taken. Since that 
date much time has been consumed 
in taking testimony on behalf of the 
state and with rebuttal evidence on 
behalf of the company, and the case 
has been finally submitted to the 
present Commission for its deter- 
mination of a valuation. 

The following tables show the cities 
and towns with their population ac- 
cording to the 1920 census; the num- 
ber of subscriber’s stations in 1925 
and the number as of June 30, 1930, 
involved in the present consolidated 
case. Each telephone is a “sub- 
scriber’s station.” 


No. of Stations, No. of Stations, 


Exchange 1920 Census June 30, 1925 June 30, 1930 
(A) Under this heading are all the cases originally included in Case 3307. 
I so oc. avasweeabenme Ren 16,000 3,882 4,264 
NS ia anrchig sl Sakae wish ts een we uigiate 2,000 420 441 
ns Sk paki eee osatian ee 19,000 4,964 6,046 
NN ss owcnrwenieatnwesocaaee 174,000 23,780 33,995 
NE. hia caine miagee lake aes ius 15,000 4,049 4,614 
DDE ner es ene 31,000 5,254 6,677 
Akron (including Barberton) ........ 231,000 A—23,473 A—43,800 
B— 1,593 B— 2,601 
the Sin hah i taae onli ai 313,000 47,275 64,369 
ns Sis dies Sea ieee ena 185,000 29,530 45,836 
RE SER EN ae ea nee 1,010,000 178,091 254,096 
aie ar iieryce cn iaiwevksiooiewines 16,000 2,647 3,286 
oie cas wis ew Rina. cd ee wae 32,000 5,786 8,157 
DER suas deanceadenineOe eae eed 17,000 2,233 2,812 


P.U.R.1931B.—4. 
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ERR ee aero lee Fee ae See 7,000 938 1.353 
NN Soe ia sire Patoiyss ain pas pee ae 5,000 689 914 
ee IE 5 ise 55a 6 acalivig g tie Slaw oie 6,000 743 848 
TT ETON 65. 6 occas sac o Seis wean ox 1,267 402 398 
ans ay cists Onin a ciud ehaalw-sb/ 122 67 101 
MINA igre iid als Guten canes 347 168 216 
WIN, once che eitewsidewiesiae-s 705 528 697 
MD o'5 ok cys Sisto y + al esieeinee 200 172 189 
ERASERS ee erase eee 211 163 206 
IN Store a ie a rats oat ynai 280 118 111 
NNN poh cic aiaa rs os oars aitiewieeais 258 285 270 
REE Seale dig acisra Gieie woriataectclean 451 193 244 
EE, So viaic dircie tease we eeoe eee 279 90 79 
MND — ocak sicisxexeaaeos wine 491 258 321 
rer corre 671 270 280 
NINES Sioa che sdisie view cae Css aeaieew 358 146 168 
UI SIN oie iu wos wie vie bunts te awidwrdwwé 442 89 92 
eS 791 690 678 
RUNINETE Sec rccccde tts cdinan seeders 3,320 405 618 

PE a ita ser) ices So aie Ae 2,089,193 339,391 488,777 


(B) Exchanges having A. U. R. P. case numbers of a date subsequent to Case No. 3307 
but by orders of the Commission, made a part of the consolidated case. 








NN one Soe oe ns eatean tis 12,000 2,070 2,417 
NINN once gros winch are Baibin ee lal ee ects 4,000 1,542 1,633 
ee na ices ein ale Fes wie 851 abd 597 
EMS Sears sina a oe Sie wate tee ere nies 250 (Approx.) 146 135 
OS Se 5 : Serra 8,000 2,831 2,833 
INN, ooo er ideo ace scees 2,000 795 861 
ET ee og nr dtc eyeeal 117,000 17,774 22,070 

TM cap eee Rie arta tie baie aegis 144,101 25,158 30,546 


(C) Exchanges having A. U. R. P. case numbers of a date subsequent to Case No. 3307 
not made a part of the statewide case, the Commission orders merely stating that hearings 


are deferred for further order. 

















eins SE Ae eee ee 16,000 2,276 2,192 
ME ions iecal tet erd ciavdinaieainiwieanes 4,000 1,074 1,185 
oo Oe eee eee eee 7,000 1,970 2,421 
OS ae en ee 16,000 1,771 1,957 
I Seo ae weslarsaiasiadenntawine 1,059 204 312 
NR aes Sv erala escrg hh siarslacs sw sees aislowiaek ao 806 466 469 
NE ees ig Silicate eases ale 299,000 63,749 75,936 
NT Gig cw ck co asinine Da aioiesre etary 73,000 11,850 14,138 

BME ieee ilesc vied swans soraeaieece 416,865 83,360 98,610 

rie FO eiiedewaricewaewesaics 2,650,159 447,909 617,933 


It will thus be seen that the con- 
solidated case involves a total popu- 
lation of 2,650,159, served by 447,909 
stations in 1925, since increased so 
that as of June 30, 1930, there were 
617,933 stations. 

The population affected is greater 
than shown by the census figures for 
the reason that the rural subscribers 
of an exchange are not enumerated 
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in the census of the city or town 
where the exchange is located. 

The number involved in the con- 
solidated case is even greater, in so 
far as that case affects the rates for 
all of the company’s subscribers, 
wherever located ; the total number of 
stations as of June 30, 1930, being 
717,832, with a corresponding in- 
creased population. 
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The case also involves the com- 
pany’s pending application for the 
fixing by the Commission of just and 
reasonable service connection charges 
(Cases Nos. 1368, 1728, 1900). 


Duty of the Commission 


While the ultimate purpose of all 
the testimony taken and investigation 
made over a period of many years is 
to arrive at what may be the just and 
reasonable rates to be paid to the com- 
pany for the services furnished by it, 
it becomes necessary, under the law, 
to first determine what is the fair 
value of the property of the Ohio Bell 
Telephone Company used and useful 
in furnishing its service as of a date 
certain, which has been fixed as June 
30, 1925. 

After we have arrived at what is 
the fair value of the property, ad- 
ditional and further investigation will 
be necessary in order to determine 
what are the just and reasonable rates 
to be charged the patrons of the com- 
pany. 

[1] The Ohio law provides that the 
rates shall be fixed “with due regard, 
among other things, to the value of 
all the property of the public utility 
actually used and useful for the con- 
venience of the public.” In ascertain- 
ing this, the Commission is permitted 
to consider only the evidence sub- 
mitted and now in the record. 


Reproduction Cost New and Present 
Condition 

G. B. Williams and W. F. Sloan 

were two of the engineers testifying 

on behalf of the company. W. J. 

Hagenah and H. R. Allensworth, 

engineers, were state witnesses. In 
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addition to these engineers, there 
appeared for the company: Ran- 
dolph Eide, John Uprichard, F. M. 
Stephens, Walter G. Schneider, Phil- 
lip Hogan, E. F. Morrill, and Ernest 
L. Myers; and for the state: Robert 
K. Morse, Victor A. Dorsey, and 
Frank R. McBerty. All these wit- 
nesses testified, as experts, to various 
features of the inventory and valua- 
tion of the property. 

There was but one complete in- 
ventory submitted upon which all the 
appraisals were based. This inven- 
tory was prepared by the company’s 
witness, G. B. Williams, and was ac- 
cepted by all witnesses as correct. 

The several engineers have esti- 
mated the value of the property as of 
June 30, 1925, as follows: 


Total 
Reproduction Present 
Cost New Condition 
Mr. Williams .... $157,657,634 $144,995,146 
Mr. Sloan .....0. 156,073,269 142,760,154 
Mr. Hagenah .... 127,800,408 112,713,483 
Mr. Allensworth.. 104,487,936 .......... 


Mr. Allensworth made no appraisal 
of the property in present condition. 

The Commission is required to 
ascertain the reproduction cost of the 
physical property of the utility. That 
cost properly depreciated is not neces- 
sarily the “fair value” of the utility, 
for rate-making purposes, but is evi- 
dence of value, which must be given 
its proper weight, when considered 
with all other evidence in the case. 

The Commission comes now to the 
determination, pursuant to the pro- 
visions of § 499-12 of the General 
Code of Ohio, of the value of the 
property used and useful by the Ohio 
Bell Telephone Company in the ter- 
ritory involved. 
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The Commission has considered 
the evidence in the case consisting of 
approximately 12,000 pages of testi- 
mony and a like number of pages of 
exhibits, introduced by the company 
and the state, being fully advised by 
argument of counsel and by brief as 
to the law of the case. 

The Commission, in arriving at a 
determination of the value of the 
company’s property used and useful, 
has been guided by the statutes of 
Ohio (§ 499-9 et seq.) and the de- 
cisions of the courts fixing the prin- 
ciples to be followed in such valua- 
tions and has given great weight to 
the theory of reproduction cost new 
less depreciation. 


First—Reproduction Cost New of 
Company's Property 


The company’s witnesses presented 
testimony supporting a reproduction 
cost new of approximately $157,657- 
634 and depreciated the property sub- 
stantially 10 per cent to fix the value 
as of June 30, 1925, the date certain 
in this investigation, at $144,995,146. 
Other witnesses for the company 
varied slightly from these figures, but 
Mr. Williams appeared as the com- 
pany’s chief appraisal engineer and 
his figures are used in this consider- 
ation. 

The only witness for the state who 
made a complete appraisal and in- 
spection of the property was William 
IX, Hagenah, who found a reproduc- 
tion cost new of $127,800,408 and 
depreciated the same 13 per cent, to 
fix the value on the date certain at 
$112,713,483. 

State’s witness, Allensworth, did 
not make a complete appraisal of the 
company’s property, but eliminated 
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certain items allowed by the other 
witnesses, readjusted some, and ac- 
cepted the company’s engineers’ items 
in other cases to arrive at a reproduc- 
tion cost new of $104,476,804.27 and 
applied Hagenah’s depreciation figure 
to arrive at a present worth of 
$91,061,900.69. 

State’s witness, McBerty, confined 
his examination and testimony to the 
central office equipment and PBX 
exchanges and in those two items 
found a value of practically $6,476,- 
000 less than allowed by state’s wit- 
ness, Hagenah. 

The Commission in considering the 
testimony of all the witnesses, the 
amount of work given to this investi- 
gation, the methods used, and the 
reputation and standing of the engi- 
neers, has concluded that state’s wit- 
ness, Hagenah, has based his valua- 
tions upon principles fair both to the 
company and to the public and in 
most respects the Commission has ac- 
cepted his testimony and findings as 
to valuation. 


Second—Inventory 


The inventory submitted by the 
company’s witness, Williams, is com- 
plete and amazingly detailed. A com- 
plete check was made by state’s wit- 
ness, Hagenah, and other state’s wit- 
nesses of the inventory and after that 
check the company’s inventory was 
acceptable to all of the state’s engi- 
neers and is, therefore, accepted by 
this Commission as the basis for 
valuation. 


Third—Unit Costs 


For the consideration of the Com- 
mission, this item is divided into ma- 
terial costs and labor costs. 
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(a) Material costs— 

The company’s witnesses fixed the 
material costs as largely those costs 
of the Western Electric Company. 
State’s witness, Hagenah, checked 
these unit costs as against the cost of 
other manufacturers of like equip- 
ment and testified that in his judg- 
ment the Western Electric Company 
costs were fair and reasonable. 

These Western Electric costs have 
been subject to attack in many cases. 
Likewise the many provisions of the 
Western Electric contracts with the 
subsidiary Bell companies have been 
subject to attack and close scrutiny 
by courts and Commissions as to the 
reasonableness of their terms and as 
to the adequacy of the consideration. 

Both the unit costs and the many 
provisions of the various contracts 
have been approved by courts and 
Commissions generally throughout 
the country. 


(b) Labor costs— 

In the item of labor costs, there is 
a great divergence between the com- 
pany’s witnesses and the state’s wit- 
nesses. The engineers for the com- 
pany claim that the efficiency and per- 
formance of labor are reflected in 
their analysis of a large number of 
work orders covering a considerable 
volume of work done by the company 
and from this analysis they arrive at 
their labor units. 

State’s engineer, Hagenah, fixes 
his labor units upon the basis that this 
reproduction program is a continuous 
construction job and that the com- 
pany’s witnesses have fixed their labor 
units upon piecemeal and reconstruc- 
tion work which involves dismantling 
and other items, not met in a complete 
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job of constructing the system as a 
whole, which is the basis of this valu- 


ation. He arrives at much lower 
labor units. 
The Commission has _ adopted 


state’s witness, Hagenah’s labor units, 
as the proper measure to apply in the 
reconstruction cost new of the com- 
plete Bell system. 


Fourth—Plant Supervision 


In the item of plant supervision and 
tool expenses, the same differences 
between the witnesses of the company 
and of the state, appear and the same 
reason is given for the lower figure 
fixed by state’s witness, Hagenah, 
and accepted by the Commission, for 
the reason that this is an original com- 
plete construction program of the 
whole Bell system. 


Fifth—Per cent Condition 


The company’s witnesses, Sloan, 
Williams, Stevens, and Myers, have 
fixed the per cent condition between 
894 and 93.4 per cent. State’s wit- 
ness, Hagenah, after an exhaustive 
study, taking into consideration the 
development of the art, obsolescence, 
and all the other statutory require- 
ments as to depreciation, arrives at a 
per cent condition of 87 per cent or 
a depreciation from the reproduction 
cost new of the company’s propertv 
of approximately 13 per cent. 

State’s witness, Hagenah’s testi- 
mony on this point was direct, clear, 
based upon a thorough observation 
and his judgment is supported by an 
experience unexcelled by any other 
engineer in the case. The other 
state’s witnesses have concurred in 
the per cent condition of the property 
as fixed by witness, Hagenah. 
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Sixth—Right of Way 


The company’s witnesses and 

state’s witness, Hagenah, have testi- 
fied that for the item of right of way, 
3 per cent should be allowed upon the 
outside plant, that even though the 
company is given the right, by stat- 
ute, to construct its lines along the 
highways, there are certain costs in- 
cident to securing rights of way 
across private property or burdening 
the abutting or adjacent property 
owners, even though the lines might 
be constructed along the highway. 
These items are detailed by the vari- 
Ous engineers. 
’ It has likewise been the practice of 
the Commission’s engineers in all tele- 
phone cases to allow 3 per cent of the 
value of the outside plant for right 
of way. The Commission in this 
case, is following the practice of its 
engineers and has accepted the judg- 
ment of the company’s witnesses 
along with that of the state’s witness, 
Hagenah. State’s witness, Hagenah, 
particularly made a complete study of 
the company’s books and of their 
property to determine the reasonable- 
ness of this 3 per cent item and it is, 
therefore, accepted by the Commis- 
sion as the proper measure of the 
value of the right of way. 


Seventh—Land 


State’s witness, Hagenah, addressed 
a circular letter to the city attorneys 
of all the large cities of Ohio, includ- 
ing every community with a popula- 
tion of over 25,000 asking for a re- 
port on the valuation made by the 
company and the standing of real 
estate brokers, whose judgment was 
the basis of the company’s valuation. 
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In practically every instance the 
brokers were found to be men of high 
standing and of good repute in their 
communities and the values were de- 
termined to be substantially correct 
and were acceptable to the cities’ at- 
torneys in the case. As a result of 
that investigation, witness, Hagenah, 
accepted the figures of the company 
on land value. 

[2] Exception was taken by the 
Attorney General to the inclusion in 
the land valuation of those properties 
held under 99-year lease by the com- 
pany. It appears from the record 
that the valuation placed upon such 
leasehold interests by the company 
was not the value of the fee simple 
title to the property, but the actual 
value of the leasehold interest, which 
the company is entitled to include in 
its rate base. There has been deduct- 
ed, however, from the value of the 
real estate submitted by the company, 
the value of the property of the com- 
pany not used and useful on the date 
certain. The value of such property 
as eliminated from the rate base is 
$686,613, leaving a total land value 
of $3,256,854. 

The statutes of the state are explicit 
that only such property as is used and 
useful in rendering service to the pub- 
lic shall be included in the rate base. 
Land purchased by the company for 
future use, if not actually used on the 
date certain must be excluded. The 
position of the Commission is sub- 
stantially the same as that taken by 
state’s witness, Allensworth, in his 
elimination of this item. As soon as 
the property is placed in use by the 
company, it would appear in any sub- 
sequent consideration of the net ad- 
ditions by the company in the deter- 
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mination of the reasonableness of the 
rate for any particular period of time. 


Eighth—Underground Conduit 


[8] State’s witness, Allensworth, 
in his consideration of the item of 
underground conduit deducted from 
the cost of cutting pavement and re- 
placing the same which was set up 
in the company’s appraisal on the 
basis of streets now paved, but which 
were not paved at the time the actual 
construction was made. State’s wit- 
ness, Hagenah, has not included this 
item in his appraisal and the Commis- 
sion is of the opinion that the law 
supports this position and has accept- 
ed the valuation as determined by 
state’s witnesses. 


Ninth—Undistributed Construction 
Costs 


[4] There is not the variance 
among the witnesses for the company 
and the state in regard to undistribut- 
ed construction costs that we find in 
many other items in this case. The 
various witnesses have estimated this 
item as follows: 


Williams and Schneider ........... 17.11% 
EO Ee ae 16.67% 
0 RES area apee ornare 17.25% 
PEER. ecccaGacccuncsisvncant 14.54% 


This allowance covers interest and 
taxes during construction, engineer- 
ing, general expenses, insurance, in- 
juries, damages, administrative and 
legal expenses, organization and con- 
tingencies, and omissions. These 
items have been separated by the vari- 
ous witnesses both for the company 
and the state and detailed. 

The testimony of the several wit- 
nesses in reference to the various 
items of expenses covered by the 
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several percentages arrived at by each 
is given in much detail in the record 
and thorough investigation seems to 
have been made by the witness, Hage- 
nah, and the Commission will accept 
his figures even though they be slight- 
ly in excess of the figures offered by 
the witnesses for the company. 

This case involves a 5-year con- 
struction program and many items, 
especially interest and taxes during 
construction, would necessarily be 
greater in percentage than the 
amounts usually used by this Com- 
mission and heretofore adopted by the 
Commission in the determination of 
other cases. 

It is proper here to point out the 
fact that the Commission, in the 
analysis of the evidence given in this 
case, is not permitted to go beyond 
the record made by the several wit- 
nesses offered respectively by the com- 
pany and by the state, and the Com- 
mission does not intend that this al- 
lowance shall be indicative of a de- 
parture by the Commission from 
principles heretofore announced in 
other cases or from percentages cover- 
ing these items or the items covered, 
that may have been used by the Com- 
mission’s engineers and adopted by 
the Commission when other cases 
involving reproduction value have 
been under consideration. 

[5] It will be observed that no engi- 
neers, testifying as to these percen- 
tages included within the items so 
covered, the item of “going concern 
value” or “going value” and the Com- 
mission may not, of its own motion, 
include in the items covered by these 
per cents, the item of going value, 
when the witnesses, with the possible 
exception of Mr. Allensworth, have 
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each severally stated that it was not 
considered in their estimate of per 
cent. 

Tenth—W orking Capital 


[6-8] There is a variance again 
among the witnesses for the company 
and the state as to the amount which 
should be allowed for working capi- 
tal. Company’s witnesses: Williams 
claimed $6,335,000; Sloan $4,000,000. 
State’s witness, Hagenah is willing to 
allow $3,500,000 and state’s witness, 
Allensworth, $2,631,000. 

Engineer Hagenah has considered 
five well known and approved meth- 
ods in arriving at this figure. In view 
of the fact that the company collects 
in advance for its rents and has a 
credit contract with the Western Elec- 
tric Company, giving thirty to sixty 
days’ credit on all materials purchased 
(and the Commission has allowed the 
unit costs incurred under that con- 
tract) the Commission accepts the 
figures of state’s witness, Hagenah, 
even though it is a lower percentage 
of allowance than the 5 per cent which 
has been the practice of the Commis- 
sion’s engineers in most telephone 
cases. 


Eleventh—Construction Work in 
Progress 

The Commission has disallowed 
any valuation for construction work 
in progress until the same becomes 
used and useful in rendering service 
to the public. This is the rule which 
the Commission has followed in all 
cases and in our opinion is supported 
by the law. Construction work in 
progress will properly be taken into 
consideration, in the projection of the 
valuation throughout the years when 
the rate is being considered, by the in- 
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clusion of such property as it becomes 
used and useful. 


Twelfth—Going Concern Value 


This item appears in the inventory 
under the head of “cost of establish- 
ing business” by the company’s engi- 
neers and under the head of “going 
concern value,” by Mr. Hagenah, and 
is estimated by Mr. Williams at 
$20,768,158, by Mr. Sloan at $22,- 
493,551, and by Mr. Hagenah at 
$11,260,000 while it is totally omitted 
by Mr. Allensworth. 

It is not possible here, to detail how 
the several witnesses arrived at their 
conclusions. The testimony of Mr. 
Schneider, a company witness, centers 
about his Exhibit No. 3 and will be 
found in the record beginning at page 
905 and extending to page 935, also 
pages 272 and 273. 

Mr. Sloan testified as to going con- 
cern value on pages 1545, 1546, and 
1561. Mr. Williams, on page 959, 
testified that he has not made a sep- 
arate study of his own, but has given 
considerable thought to the value pre- 
pared by Schneider, which in his opin- 
ion represents a conservative value of 
the cost of establishing business. He 
also testified concerning the same 
value on page 158-9. Mr. Hagenah 
allows a going concern value of $11,- 
260,000, testifying on pages 2111, 
2134, and also on page 2073. Mr. 
Allensworth on page 2839 states that 
he makes no allowance for any such 
item or reproduction cost, because of 
the fact that the records of the com- 
pany do not show that the company 
has ever incurred any cost of estab- 
lishing business that has not been ab- 
sorbed ultimately as operating ex- 
penses. 
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The Law as to Going Concern Value 


“Going value” or “going concern 
value” is the value which inheres in 
a plant where its business is estab- 
lished, as distinguished from one 
which is yet to establish its business. 
The “going value” of a business is 
property right, and should be con- 
sidered in determining the value of 
the property upon which the owner 
has a right to make a fair return. 

Included therein is the invest- 
ment necessary to organizing and 
establishing the business which is not 
embraced in the value of its actual 
physical property. Des Moines Gas 
Co. v. Des Moines, 238 U. S. 153, 
59 L. ed. 1244, P.U.R.1915D, 577, 
35 Sup. Ct. Rep. 811. 

Going concern value, so frequently 
appearing in rate cases, has given rise 
to much controversy, both before 
Commissions and in the courts. The 
courts having recognized that some 
value should be attached to a utility 
over and above the cost of the physical 
structure, the difficulty is to determine 
a just rule by which such a value shall 
be ascertained. 

All the engineers with the excep- 
tion of Mr. Allensworth have con- 
sidered substantially the same items 
in arriving at an estimate of the sev- 
eral per cents allowed by them for go- 
ing concern value, including therein 
the cost of securing and training of 
the company’s employees, which would 
involve expenditure for instructions, 
bulletins, rules and regulations, and 
kindred matters for their guidance in 
qualifying them to be efficient em- 
ployees of the company, serving both 
it and the subscribers effectively. 

Their estimate of the going con- 
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cern value also includes costs listed 
by the engineers for the securing of 
subscribers and attaching them to the 
service so that they may become an 
integral part of the entire system. 
This cost is estimated by the engineers 
to include the expense of maintenance, 
traffic, commercial expenses, the cost 
of preliminary directories, station re- 
movals, changes, advertising, can- 
vassing, soliciting, and demonstrating 
to the subscriber the working of the 
system. Considering all these items, 
the several engineers arrived at the 
amounts above set out to cover this 
rather elusive general item of “going 
concern value.” 

The statute, contemplating as it 
does the reproduction of the “physical 
property” does not make going con- 
cern value an element, but we must 
yield to the repeated decisions of the 
court that such value is a property 
right to be considered in determining 
the value of the property, upon which 
the owner has a right to make a fair 
return. 

Mr. Hagenah states (Rec. page 
2,111): 

“It is in my judgment necessary 
that provision be made for an allow- 
ance for the going concern value of 
an operating and revenue producing 
public utility. This is a part of the 
property that is being appraised in 
this instance. The Ohio Bell Tele- 
phone Company does have a substan- 
tial going concern value as of June 
30, 1925. The allowance which I 
have made for this item is $11,260,- 
000.” 

He further states: 

“T have adopted 10 per cent as the 
measure of going concern value for 
that item of property as defined in the 
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Des Moines Case. My allowance is 
$11,260,000.” 

The Des Moines Case referred to 
by Mr. Hagenah is the case above 
quoted, and it is not very clear upon 
this point. 

It must be apparent that establish- 
ing the cost of going concern value 
on a per cent of the entire property 
involved is not particularly scien- 
tific or illuminating, but this meth- 
od seems to have been sanctioned 
by engineering usages and court 
decisions. 

Having attached considerable 
weight to Mr. Hagenah’s testimony 
touching the reconstruction value of 
the physical plant, we may not disre- 
gard entirely his testimony or that of 
the other engineers as to going con- 
cern value, although we cannot en- 
dorse it in full. 

Mr. Hagenah’s testimony and the 
testimony of the other engineers, ex- 
cept Allensworth, has been based upon 
the theory that after the physical re- 
production of the plant, it would be 
necessary for the company, in order 
to attach a profitable business to the 
bare bones of the structure, to do 
many things which the Commission 
does not believe would in fact be 
necessary. 

The new plants theoretically recon- 
structed would not be required to be- 
gin operations in territories where the 
telephone and its advantages would 
be an unknown and strange instru- 
ment as it was forty years ago. There 
would be, awaiting the completed 
plant, not only a willing, but an 
anxious public, seeking connection. 

Neither can we conceive that the 
situation would require a long and 
expensive education of operatives. 


P.U.R.1931B. 


There would be many qualified oper- 
ators willing and anxious to take 
service. These, it is true, have been 
educated to a large extent through 
their former connection with the tele- 
phone business where their services 
were presumably, during that time, 
paid for by the company receiving the 
benefit of the same. This cost was 
chargeable against the operating ex- 
pense account and should not be 
charged as an acquisition of capital. 
New York Teleph. Co. v. Prender- 
gast (1929) 36 F. (2d) 54, Syl. 13, 
P.U.R.1930B, 33. 

The reproduction cost new theory 
as testified to by the engineers, when 
applied particularly to the items of 
going concern value or the cost of 
establishing business, is too highly 
theoretical to be accepted in its en- 
tirety by this Commission as the basis 
for fixing such value. We are deal- 
ing here with a long established and 
successful plant, rendering good serv- 
ice and must deal with the cost of 
attaching business under circum- 
stances that may reasonably be ex- 
pected to exist rather than under cir- 
cumstances which we do not believe 
would in fact exist. 

The Commission must consider the 
fact that were it not for the sub- 
scriber, the element of going concern 
value would not attach to the prop- 
erty and that the program of con- 
struction reasonably to be anticipated 
would not entail the expenditure of 
money for many of the items of in- 
tangible costs enumerated by the engi- 
neers, many of which are predicated 
upon an unintelligent and uneducated 
public. 

The Commission, however, recog- 
nizes that there does enter into the 
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fixing of value, an element of value, 
distinct from that of the actual phy- 
sical property, in the established and 
assembled plant doing business and 
earning money and this element, be- 
ing a property right, should be con- 
sidered in making a proper allowance. 

If a reconstruction were to take 
place theoretically, we should invoice 
the situation now existing and as it 
was when the telephone service was 
first inaugurated. We feel that no 
comparable expenditure of money or 
labor would need to be made to edu- 
cate the help or to sell the service to 
the public. 

If the engineers had developed tes- 
timony that would enable the Com- 
mission to determine the cost of 
proper departments and equipment 
necessary to receive the subscription 
of willing patrons, catalogue their 
names, Open accounts, assign num- 
bers, prepare telephone directories and 
do many other necessary things such 
as might complete the connection be- 
tween patron and the operating plant 
—such cost not properly chargeable 
to operation, might well be considered 
to enable us to determine the cost of 
that intangible element known as “go- 
ing concern value.” 

The Commission has carefully 
examined the mass of figures sub- 
mitted by the company’s engineers to 
establish their claim of “going value.” 
Their estimate includes so many ele- 
ments that are based upon the com- 
pany’s claim for expenses theoretical- 
ly to be incurred for items and con- 
ditions which the Commission deems 
unjustified that we are unable to find 
in their figures a satisfactory measur- 
ing stick. 

Mr. Hagenah testified (Rec. page 
P.U.R.1931B. 


2,124) after speaking of his examina- 
tion of decisions in other cases: 

“These cases are very numerous 
and some can be found in the de- 
cisions of nearly every Public Service 
Commission of the United States and 
quite generally in the Federal court 
decisions and in the decisions of the 
United States Supreme Court. They 
ranged from findings under 8 per cent 
to over 15 per cent. One instance the 
allowance is 30 per cent. The average 
is approximately 10 per cent.” 

It thus appears that Mr. Hagenah’s 
estimate of going concern value is 
based upon an average of per cents 
allowed in numerous cases which he 
has examined, but in none of the 
cases, so far as we have discovered, 
has there been a formula developed 
which can be applied to the evidence 
in this case, 

The Commission, drawing as much 
aid as it can from the estimate of the 
various engineers have arrived at the 
conclusion that 33 per cent of the re- 
production value of the physical prop- 
erty would justly cover the expenses 
that are fairly incident to attaching 
to the bare bones of the physical struc- 
ture, the subscribers and _ business 
which will transmute it into a going 
concern. 

This per cent will cover those ex- 
penses necessarily incurred in the in- 
terim between the completion of the 
physical plant and the final attaching 
of its subscribers. 

We, therefore, find the going con- 
cern value to be $3,592,040 instead of 
$20,000,000 or more testified to by 
the engineers of the company or the 
$11,260,000 testified to by Mr. 
Hagenah. 

The recent case of Smith v. Illinois 
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Bell Teleph. Co. decided by the Unit- 
ed States Supreme Court, December 
1, 1930, — U. S. —, 75 L. ed. —, 
P.U.R.1931A, 1, 5, 51 Sup. Ct. Rep. 
65, involved the valuation of the Bell 
Telephone property in the city of Chi- 
cago, which value was comparable to 
the values involved in this case. In 
that case the Commission allowed 
$4,196,067 for going value and the 
district court on review found that 
“the amount allowed by the Commis- 
sion, $4,196,067, was the minimum 
allowance that could be made for go- 
ing value.” 

This figure so found by the Illinois 
Commission and endorsed by the dis- 
trict court was not referred to or in 
any way changed in the decision by 
the Supreme Court. 

From this we may safely assume 
that this figure arrived at by the II- 
linois Commission, passed the scrutiny 
of parties in interest and of the re- 
viewing courts. It is comparable to 
the amount allowed in this case. 

The Commission wishes to reiterate 
that this estimate of going concern 
value is fixed in this case under our 
view that the Commission is bound 
by the evidence in the record and we 
do not intend to here announce a 
principles as to going concern value 
which will bind us in the considera- 
tion of other cases where the evidence 
may justify a different conclusion. 


Values 


We find the value of the property 
used and useful, as of June 30, 1925, 
to be $104,282,735. 


Thirteenth—Book Value 


[9] The sum arrived at by the 
Commission is based exclusively upon 


P.U.R.1931B, 


the reproduction cost, less deprecia- 
tion, of the entire plant, but it is 
proper that we check this valuation 
with other figures which have been 
submitted in the course of the hearing 
and in the argument of counsel. 

Counsel for the company on page 
174 et seq. of their brief submitted 
what is there termed “A Practical 
Solution,” by resorting to the average 
book cost to the company of fixed 
capital, construction work in progress, 
and working capital as of June 30, 
1925. This matter is set out some- 
what at length in record of proceed- 
ings page 4,256 et seq. 

The figures in the argument are 
somewhat erroneous but have been 
corrected so as to stand as of June 30, 
1925, as follows: 


FAMOM GROUE <oosikccsinewsiers $98,712,029.85 
Construction work in prog- 
2,223,717.51 


nL le PEI OS Se ae 
Material and supplies ....... 1,390,336.32 


TAR iio < zoo. laroaa atosseais $102,326,083.68 


If to this be added the working 
capital allowed in the sum of $3,500,- 
000, a total of $105,826,083.68 is 
reached—$1,543,348.68 in excess of 
the reconstruction value. 

This sum of $1,543,348.68 would 
be practically absorbed by eliminating 
that portion of the $3,500,000 work- 
ing capital, corresponding to the book 
value of material and supplies. 

It is true that counsel for the state 
vigorously assails the book cost as 
estimated by the company, in their 
brief, pages 15 to 20. On page 20: 

“From the foregoing it is reason- 
ably safe to state that a truer book 
value for this company as of June 30, 
1925, would be under $90,000,000, a 
large part of which represented going 
concerns acquired by the company or 
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new plant installed at Western Elec- 
tric material prices. . . .” 

One of the grounds of their attack 
was the testimony of Mr. Taylor to 
the effect that before the acquisition 
by the present company, there had 
been a large inflation of book values 
in certain of the companies, particu- 
larly the Ohio State Telephone Com- 
pany, now component parts of the 
Bell system. Another ground for at- 
tack (pages 28-30) was the fact that 
the Bell Telephone Company pur- 
chased much of its property from the 
Western Electric Company, an as- 
sociated manufacturing company and 
that such purchases were made at a 
higher price than the same material 
could have been obtained from inde- 
pendent producers. 

As to the first objection urged by 
counsel for the state, the Commission 
finds that the testimony as to inflated 
book values is not very definite and 
that if such inflation did occur in 
some companies as early as 1901, it 
has been washed out during the course 
of the development of the Bell Tele- 
phone Company as now organized. 

As to the second point, it appears 
that the contract between the Bell 
Company and the Western Electric 
Company has been under attack in 
numerous cases and has been held by 
courts on many occasions as not hav- 
ing been a vehicle for the inflation of 
values. In Smith v. Illinois Bell 
Teleph. Co. supra, this relation be- 
tween the Bell Company and the 
Western Electric Company was com- 
mented upon. 

Mr. Hagenah in his examination of 
the book value as presented by the 
company has given it his approval. 

The Commission is, therefore, of 
P.U.R.1931B. 


61 


the opinion that as of June 30th, 
1925, $102,326,083.68 would fairly 
represent the original book cost of the 
property, to which it is proper to add 
an allowance for working capital, as 
above set out. 

While there is no connection be- 
tween the reproduction cost and the 
book value, the Commission feels that 
the fact that the two, after adjust- 
ment for working capital, so nearly 
approach each other reinforces the 
valuation on the reproduction theory. 


Conclusion 


It is the opinion of the Commis- 
sion, therefore, that the valuation of 
the property used and useful in ren- 
dering service, both local and long 
distance, by the Ohio Bell Telephone 
Company in the state of Ohio, upon 
a reproduction cost new less deprecia- 
tion basis, is $104,282,735, detailed 
according to accounts in “Exhibit 
A,” which is attached hereto and 
made a part of this finding. 

An analysis of “Exhibit A,” shows 
that there is devoted exclusively to toll 


service, property having an ap- 
proximate reproduction value of 
$15,960,696 and a present value of 
$13,871,879. 


This property is exclusively devot- 
ed to long-distance service, whether 
the same be state or interstate and 
bears its proportionate share of the 
undistributed construction costs, go- 
ing concern value, and working 
capital. 

The total valuation of the local ex- 
change property is approximately 
$90,410,856 as compared to the valu- 
ation of the whole plant of $104,282,- 
735. The exchange property is the 
property devoted to local service and 
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it alone affects the purely local sub- 
scriber. 

A recent decision of the Supreme 
Court may require some modification 
of this figure and make it necessary 
to further classify this toll property 
into property used and useful in intra- 
state service as distinguished from 
interstate service. 

[10] In order that we may visual- 
ize the effect of the valuation upon 
the rate to be charged to the sub- 
scriber, we might point out that as- 
suming, for example, the company is 
entitled to an income of 7 per cent 
upon its property used and useful, 
each million dollars in the valuation 
would justify a net income of 
$70,000. It is estimated that the Bell 
Telephone stations in use in Ohio 
number 717,832, so that each million 
dollars in valuation would affect each 
subscriber approximately to the ex- 
tent of 10 cents per year. If we ex- 
clude toll income, the effect upon each 
station, for local service, would be 
still less. The value of the property 
is so large and the number of sub- 
scribers so great that what may ap- 
pear to be a large sum is comparative- 
ly small in its final effect upon the 
ratepayer. 

It is the opinion of one member of 
the Commission that a different meth- 
od of appraisal should have been used 
in regard to the deduction of 3 per 
cent for-obsolescence and the allow- 
ance of an independent additional sum 
for going concern. The 3 per cent 
deduction for obsolescence was based 
upon testimony as to the excessive 
cost of operation of this company’s 
property. The proof of such cost is 


insufficient to justify an additional de- 
duction from the present physical con- 
dition of the plant. 

The supreme court of Ohio in the 
Hardin-Wyandot Case (118 Ohio St. 
592, P.U.R.1928D, 560, 162 N. E. 
262) and the Portsmouth Gas Case 
[ (1928) 119 Ohio St. 24, 162 N. E. 
106] has approved the methods here- 
tofore used by the Commission 
wherein an independent allowance was 
not made for going concern value. 
The court held that if otherwise the 
valuation is shown to be reasonably 
just and fair and the appraisal made 
of the plant as a going concern, with 
a proper allowance of all overhead 
items entering into the construction 
of such plant, such valuation should 
be sustained. 

A study of the book values of the 
company as of December 31, 1925, 
shows the original cost of the com- 
pany’s property to be $104,261,- 
943.07, and the book value of the 
company’s physical plant as of June 
30, 1925, the date certain, to be 
$98,712,029.28. This amount plus 
the allowance the Commission is ac- 
customed to make in telephone prop- 
erty appraisals of 5 per cent for work- 
ing capital including material and 
supply account, would bring the valu- 
ation of the company’s property to 
$103,647,630 as of June 30, 1925. 

However, in view of the difference 
not being great in the final sum ar- 
rived at, all members concur in the 
final valuation figure. 

An order of the Commission fixing 
said sum as the value of the property 
of the Ohio Bell Telephone Company 
will accordingly issue. 





P.U.R.1931B. 
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WYOMING PUBLIC SERVICE COMMISSION 


Re Wyoming-Montana Pipe Line Company 


[Docket No. 734.] 


Interstate commerce — Commission jurisdiction — Joint operations. 
1. The Commission has jurisdiction to entertain an application for a cer- 
tificate of convenience and necessity by a pipe line carrier contemplating 
the establishment of an intrastate as well as interstate business, p. 63. 


Certificates of convenience — Pipe line carrier — Lack of financial responsibility. 


2. An application for authority to construct and operate a pipe line trans- 
porting gas in interstate as well as intrastate commerce was denied by the 
state Commission where the applicant company failed to disclose its plan 
for financing the construction of the proposed line, p. 64. 


[November 12, 1930.] 


DS esenersang of a pipe line carrier for a certificate of con- 
venience and necessity; denied. 


v 


By the Commission: This matter Jurisdiction 

came on for hearing before the Pub- [1] The question of the jurisdic- 
lic Service Commission of Wyoming tion of this Commission was ques- 
at ten o’clock a. M., on the 25th day tioned by the protestants, but inas- 
of August, 1930, in the state capitol much as the application, as amended, 
building, at Cheyenne, Wyoming; covers intrastate as well as interstate 
Commissioners C. H. McWhinnie and business, there is no doubt in our 
Claude L. Draper presiding, and minds as to whether or not jurisdic- 
Commissioner F. Chatterton not par- tion rests with this Commission. If 
ticipating. it was the intent of the applicant to 
construct a pipe line through Wyom- 

APPEARANCES: D. W. Strickland, ing to transport oil in interstate com- 
of Denver, for the applicant; R. C. merce to Montana, it was under no 
Gwilliam, of Casper, for Illinois Pipe obligation in our opinion, to apply to 
Line Company, and Ohio Oil Com- this Commission for approval before 
pany; J. B. Barnes, Jr., of Casper; beginning construction or exercising 
A. C. Campbell, and Wilfrid O’Leary, its franchise within the state of Wy- 
of Cheyenne, for protestant, Midwest oming. On this point, the decision 
Refining Company; A. E. Stirrett, of of the Supreme Court of the United 
Casper, for protestant, Chicago, Bur- States in State ex rel. Barrett v. 
lington & Quincy Railroad Company. Kansas Nat. Gas Co. 265 U. S. 298, 


P.U.R.1931B. 63 
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68 L. ed. 1027, P.U.R.1924E, 78, 44 
Sup. Ct. Rep. 544, is conclusive. 
Financial Showing 

[2] The estimated cost of the pro- 
posed pipe line from the Oregon Basin 
Field to Billings, Montana, is $1,822,- 
052.50. The company is capitalized 
for 100,000 shares of no par value, 
of which 51,000 shares have been is- 
sued to the incorporators for the sum 
of $2,040 or at the rate of 4 cents 
each. At this same rate, the remain- 
ing 49,000 shares would be worth 
$1,960—a total of $4,000 for the 
entire capital stock. 

The president of the applicant com- 
pany refused, upon cross-examina- 
tion, to divulge the plan for financing 
the proposed undertaking; therefore, 
this Commission is entirely in the 
dark as to the financial ability of the 
applicant to successfully prosecute the 
undertaking. 


Finding and Order 


After full consideration of all of 
the evidence, the prayer of the appli- 
cant is denied and the case is dis- 
missed without prejudice upon the 
grounds of insufficient showing, and 
it is so ordered. 


Note.—Jurisdiction of Commissions. 


The granting of a certificate permit- 
ting a railroad carrier, in an effort to 
cope with independent motor carrier 
competition, to establish store-door de- 
livery service by motor truck on less- 
than-carload freight is beyond the 
jurisdiction of the Commission and 
does not require its approval, provided 
the proposed operations are confined to 
the carrier’s existing terminal areas and 


not extended so as to include any 
other community not served by its rail 
line. Birmingham & Southeastern R. 
Co. (Ala.) Docket No. 6029, Oct. 2, 
1930. 

The New York Public Service Com- 
mission, in refusing to set aside a for- 
mer order authorizing the transfer of 
certain utility property because of the 
protest of minority stockholders to the 
effect that they had not received proper 
notice from the company, as required 
by law of the meeting of the stock- 
holders at which the proposal to trans- 
fer the property was to be made, stated : 

“The Commission is not a forum 
wherein the conflicting rights of ma- 
jority and minority stockholders in 
corporations under its jurisdiction are 
settled. The Commission is powerless 
to discharge the functions of a court 
of equity. Differences between various 
interests in corporations are to be set- 
tled in courts of law. The Public Serv- 
ice Commission is an administrative 
body established by the legislature for 
the paramount purpose of protecting 
and enforcing the rights of the public, 
and the statutes creating the Commis- 
sion should be construed with that end 
in view.” Re Binghamton Light, Heat 
& P. Co. Case No. 5710, Nov. 26, 1930. 

A temporary injunction, subject to 
certain minor conditions, was granted 
to restrain an electric utility from cut- 
ting off service to apartment house 
owners supplying electricity to their 
tenants through a master meter, and 
refusing to permit the rendition of 
service by the utility directly to such 
tenants through individual meters, in 
view of the statutory requirement for 
the Public Service Commission to pass 
upon such matters in the first instance. 
Survel Realty Corp. v. Brooklyn Edi- 
son Co. — Misc. —, 246 N. Y. Supp. 
409, June 13, 1928. 





P.U.R.1931B. 
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THE FULLER LEHIGH 
Type B PULVERIZER 


Sets new standards of Performance 





THE PULVERIZER 
THAT 
MEETS THESE 
SPECIFICATIONS 


1 Small floor-space for given out- 
put. 

2 Constant-speed motor drive. 

3 Low power consumption. 

4 Power varying with rate of coal 
feed. 

5 No lubrication within grinding 
zone. 

6 Grinding zone sealed from parts 
requiring lubrication. 

7 Smooth running and quiet. 

8 Grinding pressure independently 
applied and not dependent 
on speed of mill. 

9 Wide operating range—full ca- 
pacity to the minimum per- 
mitted by the burners. 

10 Responds quickly, but not too 
quickly, to change in rate of 
coal feed. 

11 No metal-to-metal abrasion of 
grinding parts. 

12 Fineness not affected by wear of 
grinding parts. 

13 Fineness always under control. 

14 Pulverize: coal of any hardness 
or grindability. 

15 Maintenance exceptionally low. 
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HE urgent need for a better and a 

more efficient pulverizer is met by 
the new Fuller Lehigh Type B Pulver- 
izer. 

Its sturdy construction, simplicity of 
control with few adjustments for chang- 
ing the output, makes it particularly well 
suited to serve both large and small di- 
rect-fired boilers, including those units 


which have rapidly fluctuating industrial 
loads. The mill is equally well adapted 
to the requirements of the storage system. 

There is a size Type B Pulverizer for 
practically every requirement. Let a Ful- 
ler Lehigh Engineer tell you what this 
mill can do for you. 

May we send you a copy of Bulletin 
5-80 which describes this mill? 


FULLER LEHIGH COMPANY, 85 LIBERTY ST., NEW YORK, N. Y. 
A BABCOCK & WILCOX ORGANIZATION 


FULLER LEHIGH 


PULVERIZED-COAL EQUIPMENT ~WATER-COOLED FURNACE WALLS _ ,,, 
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ALLIED ENGINEERS, Inc. 
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PUBLIC UTILITY SERVICE 
AND _ DISCRIMINATION 


In One Volume 
By 


ELLSWORTH NICHOLS 
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Earll Catchers and Retrievers 





ETRIEVERS and Catchers which re- 
tain their efficiency and operate as 
effectively when ten or fifteen years old as 
when new are the ones you want. EA 
Catchers and Retrievers do this and they 
are easiest to operate and maintain. Ask 
the users—there are many of them. 


C. I. EARLL, YORK, PA. 
CANADIAN AGENTS 
Railway & Power Engineering Corp., Ltd., Toronto, Ont. 


IN ALL OTHER FOREIGN COUNTRIES 
International General Electric Co., Schenectady, New York 








Cast Iron Pipe and 
Fittings for all purposes 


Write for handbook 
of deLavaud Pipe 
which gives complete 
information _ regard- 
ing this stronger cast 
iron pipe of greater 
carrying capacity. 











Public Utility Companies throughout 
the United States are finding U. S. 
Pipe ideal for high and low pressures 
in gas and water service. Complete in- 
formation on request. 


United States Pipe 
and Foundry Co., Burlington, New Jersey 











GUIDING PRINCIPLES 
of 


‘PUBLIC SERVICE 
REGULATION 


In Three Volumes 
BY 


HENRY C. SPURR 


THE ONLY AUTHORITATIVE 
WORK OF ITS KIND 


2,790 pages crammed with the accumulated 
knowledge of many years 


$25.00 


A concise, yet exhaustive review of the 
Principles and Practices that have become 
established in the operation of Public Utilities 
under the present system of Governmental 
Regulation, with full references to the au- 
thorities. 

Compiled for the use of All Persons inter- 
ested in the problems of Public Regulation. 


Order your copy now! 
Public Utilities Reports, Inc. 
MUNSEY BUILDING 
Washington, D. C. 











Size 9%” x6%4” 
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Where... 
IN 1931? 


PREVIOUS YEAR - 





In 1927, we began to preach more-load-per- 
customer as the way to more revenue. Then the 
average annual residential consumption was 450 
kwhr...in 1930, it was 572 kwhr, an increase 
of 27%! Each year this growth has been more 
rapid. In 1928, the kilowatt-hour increase 
was 18; in 1929, 49; and in 1930, 55. What 
it will be in 1931 depends upon the effort 
put forth. - 

More-load-per-customer campaigns are not 
confined to big companies... the grand average 


increase of the whole industry is very close to 





the performance of some of the biggest Utilities. 
Building load with appliances is in the air. Don’t 


overlook its purpose... to increase revenue... 
and be sure you get all the revenue. 

Increasing appliance loads requires modern 
meters. The HC is the correct meter when loads 
are increasing... when peaks are frequent... 
when power-factor is low. The HC is not affected 
by temperature. While loads are building, the 
HC will measure the peaks and thus, without loss 
of revenue, bridge the gap to the final load which 


will require a larger meter. 


SANGAMO 


ELECTRIC COMPANY 
SPRINGFIELD, ILLINOIS 
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UNION METAL 


STANDARDS 

Are Backed by 25 Years 

of Lighting Experience 
THE 


UNION METAL MFG. CO. 
CANTON, OHIO 











“Variable Load Brakes” 


give uniform braking with varying load. 
Modern Brakes for modern cars. 





Westinghouse Traction Brake Co. 
Wilmerding, Pa. 








NAUGLE POLES 
Western and Northern Cedar 
Butt-treated or Plain 
NAUGLE POLE & TIE CO. 

59 East Madison Street Chicago, Iil. 








Manufacturers of 
CLAMSHELL BUCKETS 


STANDARD et ae ne 
TRANSMISSION WERS 
STEEL FORMS FOR CONCRETING 
STEAM PURIFIERS 
STEEL GRATING 
BLAW-KNOX COMPANY 
Farmers’ Bank Bldg. Pittsburgh, Pa. 


» leg 
° to 

















Power Plant Piping 


Manufacturers and Contractors 


Pittsburgh Piping & Equipment Co. 
Pittsburgh, Pa. 
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a new DISTRIBUTION TRANSFORMER 


| for service on lines having 
severe transient voltage conditions 


The new Type SB (demountable stud bushing) 
Allis-Chalmers distribution transformers have low- 
ered both the time and the cost of connecting up 
new transformers and of replacing bushings and 
leads in case of failure. 


Prior to the introduction of the demountable stud 
bushing it was y to a transformer 
from its installed location and take it to a central 
repair shop to iene a new bushing or a new lead. 
The d hing eliminates this necessity 
as it can be quickly installed in the field without 
g the fi from its pole or platform. 
Demountable stud bushings and the cable paper 
dings, treated by an impregnating 

process giving improved dielectric characteristics to 
the transformer are two of the electrical and me- 
chanted details of the new line of Allis-Chalmers 




















Type SB Transformer showing de- 
mountable stud bushings with integral described in Catalog 147. 
solderless connectors. Send for your copy today. 


LLIS-CHALMERS MANUFACTURING 


MILWAUKEE, WIS. U.S.A. 











Magnet Wire 
of 


Quality 


ASSACHUSETTS 
AGNET WIRE 


All Sizes 






MASSACHUSETTS ELECTRIC MANUFACTURING Co. 


West Lynn Massachusetts 














The public utility. system of : wt 


Standard Gas and Electric 
Company 


includes 


The California ones Power Company 
Duquesne Light Company (Pittsburgh) 
Equitable Gas Company (Pittsburgh) 
Kentucky West Virginia Gas;Company | 
Louisville Gas and Electric Company idee 
Market St. Railway Company (San Francisco) 
Mountain States Power Company 

Northern States Power Company 

Oklahoma Gas and Electric Company 
Philadelphia Company 

Pittsburgh Railways Company. 

San Diego Cons. Gas and Electric Com i 
Southern Colorado Power Company % i ' 
Wisconsin Public Service Corporation. 
Wisconsin Valley Electric Company Bh 





serving 1,637 cities and towns. of twenty states.. .. combined . 
population, 6,300,000... total customers (629, /A78...installed j 
generating capacity 1,531,203 kilowatts . . gross earnings 
_dn excess of $153,000,000 annually. . pio eaiits operate | 
gee Fe the direction of Byllesby Engineering and Management, 
Corporation, the Company's wholly- owned subsidiary. 











